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Summar

~ The agricultural situation of the United States has changed
significantly since the beginning of this decade. Abundance and its
attendant problems of low farmprices and targe, costly governnent
stockpiles have given way to a tight market and higher prices. Already
an inportant force in the world market, US agriculture has assuned
still greater inportance. Along wWith the new circumstances have cone
new problems: higher prices for food, increased price instability
resulﬂngl in sizable income transfers affecting both farners and con-
suners, higher farm production costs, increases in the cost of
providing foreign food aid, and general uncertainty about the future
of agriculture and how governments will respond to it.

A review of nmgjor trends in world agriculture over the past two
decades is useful for putting the current situation in clearer per-
spective. Aggregate world food production has increased over this
period, falling only in 1972 and remaining constant in 1974  Though
production in the less devel oped countries (LDCs) had risen at about
the sane pace as in developed countries, a higher rate of population
growth in the LDC's resulted in their per caprta food production in-
creasing comparatively little. Thus, malnourishment remains a serious
problemin many of the poorer nations.

During the 1950s and 1960s, the major grain exporting nations
accunul ated large governnent-held stocks, despite continuing efforts
to keep supFIy inlinewth demand. Though this build-up of grain
stocks was largely unplanned and unwanted, the release of stocks during
periods of short supply danpened or prevented price rises. The conbin-
ation of large stocks and high farm price supports hel ped keep world
comodi ty prices relatively stable throughout the period. However, in
the late 1960s and early 1970s, the nwjor grain exporting nations
succeeded in reducing governnent stockholdings.

This reduction in stocks and the related diversion of over 60
mitlion acres of cropland under government programs in the United
States coincided, in 1972, with a number of other inportant events on

1
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the world agricultural scene:  poor harvests in many growng regions
a decision by the Soviet Union to make up domestic shortfalls through
Purchases from abroad, continuing increases in the per capita deman
or food (particularly livestock products) due to worldw de economc
proiPerlty and raP|d|y rising incomes, and the stinulative effects

on US exports of a dollar devaluation.

The combination of these events predictably caused world agri-
cultural prices to skyrocket. Wthin the span of two years, many
comodity prices doubled and sonme tripled. Although no |onger at
these peaks, commodity prices remain high by earlier standards. As
a myjor supplier of world food inports, the United States experienced
a surge in exports that has continued at a level about half again the
volume of the late 1960s. This further increased the dom nance of
North Anmerican agriculture (including Canada) as the najor source of
world grain exports.

~ Adjustment to price changes of this magnitude was inpeded by the
agricultural and trade policies of a nunber of countries and trading
blocks that isolate their agricultural sectors fromthe world market.
This essentially forced those nations that maintain nore open markets
such as the US,, to bear a disproportionately larger share of the
adj ust ment  bur den

But how long will conditions of the past three years continue?
Over the longer run, looking to about 1985, it appearS that: aggrePate
world food production will continue its long-run rate of increase; [ess
devel oped countries will continue to depend on food inports from
devel oped countries; collectively devel oped countries will continue to
have the capacity to produce nore food than they can consume internally
at acceptable price levels; and the demand for feedgrains will continue
to grow as livestock products assume greater inportance in the diets of
the nore affluent people around the world. The near-term Situation
however, continues to be highly unpredictable. The one thing that is
most certain is that year-to-year variation fromthe long-term trend
will Dpe substantial.

A central consideration in fashioning US agricultural trade
policy will be the effects of larger agricultural exports on the US
econony. This study uses an econometric model to estimate the effects
of exporting 10 million netric tons of grain more than the level
expected for fiscal year 1976 "(the equivalent of a 13 percent increase),
This sinulation indicates that an increase in exports of this magnitude
by a Kear later would: increase retail food prices about 1.0 percent
and the overall cost of [iving by 0.2 to 0.3 percent; increase overal
net farmincome by about $2.4 bilTion, though this would include a
decline in the net incone of |ivestock producers as higher feedgrain
prices lead to increased |ivestock slaughter; increase federal tax
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revenues by about $0.8 billion, which would nore than offset increased
spend|ng (0.4 billion), resulting in a net reduction in the federal
budget deficit of $0.4 billion; and increase the balance of payments
by at least $1.4 billion. The simulatjon also indicates that after

a year the real gross national productl and the rate of unenpl oynent
woul d be essentially unchanged. After two years, however, rea

output woul d decline by $1.1 billion to $1.5 billjon (in 1975 prices),
unl ess conpensating changes in fiscal and/or nonetary policies were
made. Though farmprices and farm income would both recede as grain
production rncreased the second year, food prices would continue to
rise as the effects of reduced Tivestock production continued to he
reflected at the retail level. In addition, the high consumer prices
of the first Yean would begin to result in higher wage rates and
increased inflation

These effects woul d, of course, be felt differently by different
groups of people. Consuners woul d have to pay higher food prices,
yet they would also benefit from inproved accessibility to foreign
products. Farmers who raise crops woul d benefit from ﬁlgher incomes,
while the incomes of those raising |ivestock eventual ly would fall.
The enpl oyees and owners of the large grain exporting firms, as well
as those ‘enployed in the maritime industry, would benefit from the
increased volume of shipnments

The principal fiscal policy issue woul d be devel oping a response
to the occasionally sharp increases in farmprices that are associated
with crop failures, either in this country or abroad. As a major
~exporter of farm products, incone and purchas|n? power in the US

respond to higher farmprices, particularly if the increase in farm
ﬁ2|ces is caused by crop failure abroad rather than in this country

verthel ess, incréased inflationary pressures can intensify dilemmas
of fiscal policy. |If a nmore restrictive fiscal policy were pursued,
the inflationary effect would be reduced, but at the expense of sone
output. If fiscal policy were adjusted to accomodate shocks to the
price system from food or oil, the decreased output could be mtigated
or.eklnlngted; but in that case, the inpact on inflation could be
reinforce

From the standpoint of future US food and agricultural policy,
the principal issue Is how to avoid the increased price instability

1. Real Gross National Product is GNP that has been adjusted for
inflation.
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that would acconpany expanding grain exports, particularly if this
occurred when world %raln stocks were Tow, as at present. Additionally,
there are issues of howto achieve a nore equitable distribution of
both the benefits and costs associated with these exports. The principa
policy options are: (1) continuation of present policy; (2 establish-
ment of a domestic grain reserve; (3) creation of an international

grain reserve; (4 imposition of trade restrictions; (5 further

trade Tiberalization; and (6 negotiation of bhilateral trade agreements.

' (1) Continuation of the existing price and incone support prograns
woul d probably result in: continued price and income instability; as

| ong as market prices remained above Intervention prices, realtively |ow
budget costs for farm programs; high foreign exchange earnings i'n some
years; and doubt and uncertainfy over US veliability as a major supplier
of food, both commercially and as food aid.

- (2 Adoption of a domestic grain reserve would: reduce price
and income instability; increase budget costs somewhat over current
levels; and for foreign customers and aid recipients, reduce uncertainty
over conditions of their access to US supP[|es: O the other hand
in periods of price extrenes, some intervention in trade woul d probably
still be necessary. Another drawback to a domestic reserve is the
d|ff|cu|t%.|n adapting it to agricultural incone support Qb&ectlves and
the possibility of a return to large and costly programs Tike those in
effect during the 1950s and 1960s. ~The effect of a domestic grain
reserve on farmincome is uncertain. It seens likely that consuners
woul d benefit more from increased agricultural price stability than
woul d farners, though evidence in support of this conclusion is meager.

(3 An international reserve would entail nost of the sane
advantages and disadvantages as a domestic grain reserve except that
It woul d face the additional handicap of requiring a high degree of
international cooperation and agreement. On the basis of past inter-
national experience, this nust be considered a severe handicap

. Further regulation of trade by the United States, though
temptingly sinple to enploy and absent a direct budget cost, also would
have drawbacks. By restricting exports, the United States woul d
encourage its foreign customers to develop alternative sources of supply,
perhaps including their own donestic agricultural sectors. This would
depress US farmprices and farm incone which, in turn, could lead to
hi gher government farm program costs and reduced |ong-terminvestments
in"US ‘agricultural production capacity. Also, though relatively easy
to inplement, trade restrictions often outlive their useful ness
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Trade Tiberalization has much to offer in terns of
reduced instability of world prices, increased economc efficiency
of resource allocation, and | ow budget costs, but it is also depend-
ent on a high degree of international cooperation. To the extent
U S policy changes inprove this country's dependability as a source
of supply and denonstrate a willingness to remove U.S.-imposed trade
barriers, the chances for trade Tiberalization would be inproved.
However, chances for significant liberalization over the near term
appear slight.

. (6) Bilateral agreements between the United States and.naLor
inporters offer a simpler, nore attainable route to dealing with other
nations. They are much easier t0 negotiate and implement than nul ti -
lateral agreenents. And, they offer a means of reducing market un-
certainty. Yet, these agreements require a high de?ree of centra
control; they often outlive their usefulness; and if used excessively,
they become constraints to a freely functioning narket.






CHAPTER |
| NTRODUCTI ON

As recently as the beginning of this decade, the "agricultural
problemt of the United States was viewed chiefly as one of excess
production.  Ever-increasing productivity contributed to chronic over-
supply. In attenpting to support conmodity prices and farm income,
the federal government accumilated large sfockpiles of grain. To
avoi d further stock buildups, the government Pg:nd farmers to withhol d
nearly 60 m|lion acres fromproduction. In fiscal year 1970, farm
i ncone support programs cost over $3.6 billion. In an effort to
increase demand, particularly from foreign markets, the US govern-
ment from the late 1950s subSidized comercial sales of some commodities,
developed new markets and pronoted products, and, for humanitarian
and di pl omatic purposes as well as to dispose of surpluses, sold on
concessional terns or gave large quantities of grain to poorer nations.

The outlook for food production hy the less devel oped countries
(LDCs) |ooked promsing at the beginning of the decade. A "green
revolution" sparked by the devel opment of new varieties of rice and
wheat and aided by low fertilizer prices promsed significantly inproved
diets. It also appeared that newly devel oped techniques of birth
control mght be nore widely adopted, thereby |essening the threat
of hunger and mal nutrition.

The view, six years later, is much different. The pace at which
US agricultural f)roductwlty had increased over the past 30 years
has stackened, at [east tenporarily. Government-held Stocks of food
in the United States have all but disappeared. Food prices in the
United States have soared to record highs. Efforts to inprove the
diets of |owincome people have been expanded and the need for farm
Bnce supports has declined, so the US Department of Agriculture
udget 1s now domnated (two-thirds in fiscal year 1976§l by domestic -
{oof assistance programs, primarily food stanps, rather than by aid
o farmers.

7
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The United States also has removed many export subsidies and
has periodically resorted to export controls. Nearly all |and
formerly hel d out of production has been returned to cultivation.

~Gowth in per capita food production in mst LDCs has slowed
and in sone areas -- such as Bangladesh, the Sahel of Vst Africa,
and Ethiopia -- shortaqes have been severe. Food aid abroad by the
United States was sharply cut in fiscal year 1974, Though budget
levels for such aid now have nearly returned to earlier dollar |evels,
the vol ume of shipnents is substantially lower because of higher
prices. :

. The abruptness and magni tude of these changes have caused
w despread confusion and uncertainty concernln? the |ong-term prospects
for world agriculture and, more specifically, the US role. Has

the world food situation become one of chronic shortage? O do the
recent shortages represent simply a brief interlude in earlier tenden-
cies toward excess capacity and oversupply? Do the |arge exports of
US. agricultural products of the past three years signal a new era

of international trade, one in which U.S.-produced food assumes greater
| nportance? And if so, what does this suggest with regard to the need
for changes in US agricultural policy?

The major purposes of this paper are to: (1) examne what has
occurred over the past four or five years; (2 assess the permanence
of recent changes and their tong-term consequences; and (3) analyze
the major policy alternatives available to the United States.



CHAPTER | |
BACKGROUND

Thi's section places recent events in their |ong-term perspective
and di scusses whether the current food shorta?es and high prices are
grounded in well-established forces that are T'ikely to persist into
the future or, converseIY, result froma unique set of circunstances
that are unlikely to continue. First, it discusses sone determ nants
of the current food situation, including weather, increasing affluence
of the world's popul ation, and deval uation of the dollar. Next, it
di scusses governnent food policies that hoth affect and respond to
changes in production, the hol ding of stocks, and prices.

Determ nants of the Current Food Situation

World food production had increased steadily over the past two
decades, at an average annual rate of 2.8 percent.” This increase in
supply IS in part a response to increase in demand, generated by
a grow ng worl d population and ri ]c:]l ng affluence. However, this
trend toward increased production has been disrupted in the past five
years by adverse weather conditions. At the sane tine, devaluation of
the dollar increased foreign demand for US food products.

Weather

_ Desgite_the advanced state of technology, agricultural production
IS still heavily dependent on favorable Weatfer; adverse weat her
explains nuch of the recent variability in food supply. There have
been droughts in the southern Sahara, East Africa, Northwest India, the
Soviet Union, and the midwestern United States; torrential rains in the
Philippines; floods in the mdwestern United States and Europe; warm
winters (and increased susceptibility townterkill) in the western part
of the Soviet Union and the eastern United States; and early frost in
the United Sates.

9
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In the past, fluctuations in weather have often resulted in
ﬁoor harvests.  Yet, with land and grain reserves |ower than they
ave been for several years, weather has affected the market nore
directly and dramatically.

Sone regions are more vulnerable to the effects of weather than
others. (ceania, Canada, Argentina, and eastern portions of the
Soviet Union are particularly susceptible. For exanple, only one-
third of the Soviet agricultural land Ties south of the 49%th parallel,
wth its attendant ]on?er‘ growi ng season, and only 1.1 percent receives
as much as 28 inches of annual rainfall. This contrasts sharply with
the United States, where all cropland Iies belowthe 49th parallel and
60 percent receives at least 28 inches of rainfall annually. It has
been estimated that the odds of weather sufficiently unfavorable to
reduce wheat yields by at least 10 percent are one in eight for the
United States, one in five for the Soviet Union, and one in three for
Canada.' In contrast to Canada where wheat LProductlon IS concentrated
in a relatively small geographic area, the United States and the Soviet
Union benefit from having geographically dispersed production regions
that are less likely to be concurrently affected by adverse weather.

~ Does the poor weather of recent years mark the beginning of a
major climatic chanc};e? Are the shifts in atmospheric circulation and
declines in tenperature that have been observed over the past 20 or
30 years indicative of a long-term shift in the tropical rain belt? O
was the period fromthe md-1950s to the early 1970s one of unusually
favorabl e weather conditions? The evidence to answer these questions
Is inconplete and 1ikely to remain so for many years. Wat is nore
certain, however, is that precipitation will continue to be highly "
variable fromyear to year and region to region.

Affluence

The demand for food generally increases With rising income, how
ever, this demand varies among comuodities and income classes. Wthin
Poorer_ countries where diets are generally inferior, the demand for
00d increases proportionately nore in reponse to rising income than it
does in devel oped countries. In addition, higher incomes normally
result in a shift in the conposition of the diet -- away fromgrain and
tonard more neat and fruit.

1. US National Cceanic and Atnospheric Adm nistration, (unpublished
materials, My 1974).
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During the 1960s, the world egkg ed economc prosperity, with
per capita gross national product ( { increasing an average of 3.9
percent annually in the develoﬂed world and 3.2 percent in the less
devel oped countries. Though this rate of expansion slowed in 1970-71,
it rebounded sharply in 1972-73. This growh in purchasing power
though not peculiar to the recent period of tight agricultural markets,
Is an inportant and persistent source of the rising demand for food.

. The increasing demand for |ivestock products has been particularly
inportant. Three to four tines the calories in feed grains are needed
to produce equivalent calories in poultry and pork and six to seven
tinmes the amount to produce equivalent calories in grain-fed beef, so
increased neat consunption increases demand for feed grains. And, given
the wide disparity in per capita levels of meat consunmption, even W thin
the developed countries, this demand is [ikely to continue to grow as
incomes rise (see_Table 1).  Though ﬁen capital neat consunPtion nor e
than doubled in Germany and increased eightfold in Japan between the
late 1940s and 1970, Germany stilllags behind the US Tevel by hal f
and Japan is only one-sixth that of the United States.2 In addifion,
protectionary agricultural policies of the European Economic Community
and Japan, have caused meat prices to he substantially above world
prices for most of the past decade. As a result, the consunption of
meat has not increased as rapidly as it woul d have otherw se. But,

as incones continue to rise and if and when these countries liberalize
their agricultural trade, the shift toward nmore neat and less grain in
the diet wi |l probably continue

Deval uation

As the dollar became over-valued relative to other currencies
after the Korean War, foreign demand for US products -- agricultural
and nonagricultural -- weakened and contributed to the downward pressure
on US agricultural prices. Wth the devaluation of the dollar in
August, 1971, and again in February, 1973, this effect was reversed
That is, the price of US goods neasured in many foreign currencies
fell. Since two-thirds of US agricultural exports go to countries

2. Seafood continues to be the single largest protein source in the
Japanese diet, though neat consunption has risen proportionately nore
than seafood in recent years.
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Tabl e 1--Per Capita Meat Consumption in Selected Countries

Cal endar Years 1948-50 and 1969-70

Qans per capita per day

Qountry. 1948-50 1969-70
United States 224 302
Australia 300 300
Federal Republic

of Germany 80 200
Italy 42 131
Japan 5 41
Spain 39 120
USSR naa 106b
Source:  UN Food and Agriculture Organization (FAQ

a. Na

"Agmcu]tura] Adjustment in Developing Countries,"
gar ed for the Seventeenth FAO Conference,

/16 (FAQ Septenber 1973; processed), p. 121
as quot ed by Dale E Hat hamy "Food Prices and
Inflatlon Brooki ngs Papers on Econom ¢ Activity,
Vol. 1 (Brook| ngs Tnstitution, 1974).

not available

h. 1965 data
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that devalued the dollay by about 15 percent, the effect on US export
demand was significant.3

Causes and Effects of Government Food Policies

. The governments af the United States and most other nations
intervene In the international and domestic agricultural markets for
a variety of purposes.

In general, before 1972, the devel oped nations sought to maintain
donestic farmprices above international price |evels while the developing
countries tried to hold their internal prices below world levels.
Largely as a result of these PO|ICIeS, the world prices* of nost major
conmodi ties were relatively Stable between 1955 and 1972  Beginning
in 1972, however, world prices rose abruptly as adverse weather 1limited
supplies, and prices doubled and even tripled in only tw years. Wrld
prices overtook the supported prices of the nations that export the
most and exposed those nations' agricultural economes to world market
conditions to an extent not experienced for many years. Prices fell
slightly in 1975 as world food production turned upward, though they
remained high by past standards.

. A variety of policies are used by the different nations to
intervene in the agricultural market. ~These include price supports,
Tand diversion, ang stockpiles t0o control production and the amount of
?raln reaching the market; the regulation of international trades and
oreign and domestic food aid.

Production

_ Between 1954 and 1973, world food production rose bK 69 percent.
Wth an increase in world popul ation of 44 percent over the same period
food production per Person rose 17 percent (0.8 percent per year). There
have been significant differences in the rate of inprovement anon%
countries, however -- particularly between the developed and the Tess
devel oped countries.

3. G Edward Schuh, "The Exchange Rate and US Agriculture," Anerican
Journal of Agricultural EconomcS, Vol. 56, No. 1, (February 1974),

pp. 1-13

4. "World prices" as used in this discussion refer to prices quoted
for comodities being exchanged on a conpetitive basis among countries.
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Though inproved techniques of food production have nmade it
possible for the LDCs to keep pace and even slightly exceed the rate
of growth of production in the devel oped countries, the nuch higher
rate of population growh in the LDCs has offset nmuch of this gain
(see Fi qure_l?. In"most of these countries, the nutritional Tevel
Is still quite Tow. On average, the caloric intake per capita is
about two-thirds that of the devel oped countries. According to esti-
mates of the Food and Agriculture Organization of the United Nations,
about one of six people in the world live on diets that are insufficient
in protein and energy,® in sone of the less developed regions, it is
closer to one out of three. The margin of gain in food production
Is so smal| in nost of the LDCs that a poor harvest in one year, such
as occurred in 1972, can nore than wipe out the advances achieved
over a decade. However, in some regions, such as Africa, per capita
food production has been declining (see Figure 2. Thus, while the
world generally is hetter able to feed itself today than it was 20
years ago, a large, if not increasing, distributional problemremains.

Food production in the United States has increased somewhat

more slowy over the Tast two decades than it has elsewhere. This
slower rate of growh is in part due to the effects 6f weather and

di sease, but prior to 1973, primarily t0 governmental actions. To
avoi d oversupply, several million acres were withheld from production
under governnent farm programs from the 1ate 1950s through the early
1970s. ~ As recently as 19/2-73, the United States set aside 62 mllion
acres under government programs, the equivalent of 21 percent of all
acreage planted to r_raHor crops in the United States that year. In
1973-74, almost 20 mi['lion acres were withheld. Nor was the United
States alone in taking such action. The United States, Australia, and
Canada conbined reduced wheat production from 749 mi|lion tons to
537 m llion tons between 1968 and 1970. Although the incentives to
wi thhold Iand from production were removed once the magnitude of the
1972-74 food shortage became apparent, agricultural production cannot
be turned on and off at will. Recent trends in the production, dis-

tribution, and use of grain for the United States are shown in
Figure 3.

Stocks

In principle, the mgjor function of stocks is to smooth the flow
of grain comng to market, to help match the variability of supply to

5. N Food and Agriculture Organization, Assessment of the Wrld
Food Situation, Rone, 1974.




Figure 1

Trends in Food Production and Population in

Developed and Less Developed Countries?
(Calendar Years 1954-73)
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Figure 2 | _
Food Production Per Capita
(Calendar Years 1954-74)
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Figure 3

US. Grain Production, Exports and Beginning Stocks

(Crop Years 1961/62 - 1975/76)

Million Metric Tons

280

240

Production

200

160

Beginning Stocks

80 f— y 4
\\ __\\\,,
\ ”~ \\' g
N \'/ 4 \
40 :--””hv' ﬁﬂ--- ‘-'-" \ —]
\
obt v 1o
61/62 65/66 70/71 75/76

Years (beginning July 1)

Source: USDA Foreign Agriculture Service, Foreign Agriculture Circular: Grains, FG16-75
(December 22, 1975), p. 20, (see Appendix Table 1)

72-510 O - 76 - 4



18

the relative stability of demand. Under free market‘_conditions, rain
traders respond to the opportunity for profit by holding stocks of grain
for future sale at prices high enough to nore than cover costs of
storage.

However, stock accumulation has also been used as an instrunent
of government policy. As a result of actions taken by their govern-
ments to support domestic grain prices, Canada, and particularly the
United States entered the 1960s with targe ?ram stocks.  Throughout
the 1960s, end-of-Year stocks of grain for the world were the equiv-
alent of 20 percent or more of consunption. The United States accounted
for a large share of these —as nmuch as 60 percent of wheat stocks and
nearly 80 percent of coarse grain stocks.6 Though these policies were
not undertaken to stabilize or danpen price increases, they had this
effect. Thus, the conparati veIK large grain production shortfalls that
occurred around the world in the md-1960s were largely offset by the
release 0f government-held stocks in combination with the return to
production of land previously withheld.  Any significant pressure to
| ncrease ﬁnces_vvas thereby avoided. The [largest year-to-year per-
centage change in US export prices for wheat and corn between 1960
and 1971 was only 16 percent, conpared to over 100 percent since 1971

~ As a result of the continuing accumulation of surplus stocks,
their occasional depressing effect on market price, and their high
budget costs, the United States used various techniques to reduce
stocks. These efforts contributed to a significant reduction through
the early, and md-1960s, but in 1968 the trend reversed and stocks
began to rise again (see Figure 3). MWorld stocks, heavily influenced
bg US stock |evels, foltowed a simlar pattern. Thus, in the early
1970s, the US and other ngjor ?_ram e%gomng nations renewed efforts
to reduce stocks and curb production. tween 1970 and 1971, the four
maj or exporters reduced their combined stocks by nore than one-quarter.
This was nostly a result of sharp reductions in acreage planted In
Canada, Australia, and Argentina but also partly because of the 1970

6. Coarse grains include corn, barley, oats, sorghum and rye. Wth the
exception of rye, these %ra| ns are also called feed grains, Since they
are used principally as feed for livestock, as ogposed to wheat and rice,
whi ch are used principally as human food. Though these grains are not
perfect substitutes, under certain price relationships they are substi-
tuted. \Men, for example, food grain prices decline to levels near the
price of feed grains, they are used interchangeably as feed for |ivestock..
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corn blight in the United Sates. By 1974, the stocks of these
countries were only about 40 percent of the 1970 level. In the United
Sates, almost all stocks of grain are now held by the private sector.
Wth the exception of India, other nations made Tittle or no effort

to increase their holdings when stocks were plentiful and they were
unable to do so once stocks had been reduced. As a result, world
stocks as a percent of consunption fell sharply. They are currently
about half the level of a decade ago with Tittle prospect for increase
in the year ahead.

Given the inportant role stocks play in regulating and balancing
the supply and demand of grains, the historical relationship between
the Tevel of stocks and both the Tevel and stability of grain prices
has been close. This is particularly true when stocks are considered
inrelationto annual use.7

The ratio of end-of-year stocks to total use for the year, serves
as a proxy for the supply-demand situation for the entire marketing
year. A Towratio indicates that use is pressing against availability
or at least that stocks are ne_arlng.m ni mumworking stock |evels.

This, inturn, causes nore active bidding anong consumers, So prices
rise. If the graln_con_sumers could be assured that supplies fromthe
next crop woul d remain in somewhat the same bal ance with future demand,
there would he no reason for prices to rise. But, given the uncertainty
of agricultural production, there is no assurance. Furthermore, there
are reasons to believe that the nature of the demand for food has
changed in such a way in recent years so as to di mnish the responsive-
ness of demand to hi ?h prices.8 Thus further pressure is added to
increase prices and to cause wider fluctuations in price.  Conversely,
a high ratio indicates that suppties are abundant relative to demand.

7. W.R. Bailey, F.A. Kutish, and A.S. Rojko, Grain Stocks Issues and
Alternatives--A Progress Report, USDA, Econom ¢ Research Service,
Agricultural Econom ¢ Research Report (February 1974), pp. 11-12.

8. Roger Gay, Gain Reserves |ssues, (speech before the 1974 Nati onal
Agricultural Outlook Conference, Vishington, D.C., Dec. 9, 1974),

. 6-8  The principal reasons for this, as suggested by Gay, are
growing consuner affluence, increased inportance of Tivestock products
In the diet, expanded role of state trading, and the tendency to
stockpile during periods of shortage.
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Historically, when the ratio of end-of-year stocks to annual use has
remai ned above a given level (around 15 or 20 percent for hoth wheat
and corn), average market prices have varied little despite year-to-
¥Far changes in the ratio (see Figure 4. However, when the ratio

as fallen below this level, prices have becone_|ncrea3|nq4y sensitive
to variations in supply. As can be seen from Figure 4, the ratio of
ending stocks to annual use of corn has been quite |ow and prices have
been correspondingly high the past two years. A simlar situation has
existed for wheat. In the absence of larger stocks, relative to use
prices are likely to remain high and unstable.

Production costs have also risen sharply, increasing by nearly
50 percent between 1972 and 1975. Though these hi gher costs probably
did not contribute imrortant]y to the rise in grain prices since 1972,
they will significantly affect the future level of grain prices. Thus
even with larger stocks, it is unlikely that grain prices would return
to earlier levels for sustained periods of tine.

(e of the major unanswered questions is how far the private
sector will go toward replenishing stocks. In the past, large govern-
ment stocks offered the private trade 1ittle or no incentive to hold
stocks over and above those required for normal operating purBoses
Wth governnent stocks depleted, the private trade will probably hold
more, but how much nore is uncertain. It is highly unlikely that
expected profits will be large enough to cause the private trade to
hol d stocks as Targe as those fornerly held br_governnents. The advan-
Eﬁge? ane di sadvantages of a grain reserve policy are discussed in

apter V.

International Trade

| deal |y, dinternational trade makes it possible for shortfalls in
food production in one part of the world to be offset by surﬁluses in
another part. In this regard, its function is simlar to that of stocks.
International trade also makes it possible for each region of the world
to devote its resources to the production of those products (food and
nonfood) for which it has a conparative economc advantage. In theory,
all nations stand to gain fromthe pursuit of such a Pollcy. In practice
however, free trade has proved to be elusive. Mny of the food-deficit
nations |ack the financial means to conpete effectively in the world
market. Frequently, they cannot afford to cover their shortfalls by
purchase from abroad. Also, nanycﬁovernnants seek to jsolate their
donestic food economes fromoutside influence -- either to maintain |ow
consuner food prices or to support high farmprices or both -- thereby
inhibiting the free flow of goods.
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Figure 4

Relationship Between Ending Carryover Stocks

and Average Price for Corn
(Crop Years 1962/63 - 1974/75)
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Despite these obstacles, the international trade of agricultural
products serves an inportant role in the world econony. About 15
percent of the world's production of grain (excluding rice) now noves
across national boundaries each year. This proportion has risen in
recent years.

The pattern of world qrain trade has shifted significantly over
the ﬁast 40 years. In the lTatter half of the 1930s, all major regions
of the world, with the exception of Wstern Europe, were self-sufficient
in the production of grain, exporting at |east marginal quantities to
West European markets. Since then, Asia, Africa, Eastern Europe, and
the Soviet Union have all becone deficit grain traders while North
Anerica and Australia have become the principal sources of exports
(see Table 2.

Around 20 percent of US. grain production was exported through
the 1960s, with as much as two-fifths of this being on concessional
terns to developing countries. In 1972/73, lstron% forei (1;{1 demand
caused US exports to junp sharply, increasing the quantity of exports
by about one-third over the preceeding year (see Figure 5. In 1973
74, the quantity of exports continued to rise, though at a slower pace.
Since then, the quantity of US agricultural exports has declined
slightly and then rebounded.

In the 10 years prior to 1972/73, the current dollar val ue of
US agricultural exports exceeded the value of agricultural inports
by $1 to $2 billion each year. As a result of the large increase in
exports in 1973, the US agricultural trade balance rose sharply. In
each of the past tw fiscal years, the agricultural sector has registered
a net export surplus of about $12 billion, conpared with deficits of
about $70 billion in the nonagricultural sector.

In the 1975/76 crop year, the United States is expected to export
about one-third of its grain production -- over 60 percent of its
wheat crop and about one-quarter of its corn. US grain shipnents
abroad will account for just over half of all grain traded internationally
(see Table 3), conpared to an average of about 40 percent in the 1960s.
US exports of wheat this year will account for about 47 percent of
total world shipments while US coarse grain exports will account for
about 56 percent of the world total. For all agricultural exports, in-
cluding grain, the mjor foreign customers of the United States in
1974/ 75 were Japan (15 percent), Netherlands (8 percent), West Germany
(7 percent), and Canada (6 percent). The Japanese and Vst European
markets have been highly stable, due in part to neasures taken by their
governments to stabilize their agricultural sectors. The centrally
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Table 2--The Changing Pattern of Wrld Gain Trade,
by Region, “Selected Years 1934 - 1976

(MIlion Metric Tons; (4) Indicates Net Exports,
(-) Indicates Net Inports)

Annual Average

Region 1934-382 1948-522 1960/61 ° 1970/71 © 1975/76°
North America +5 +23 +39 +56 +95
Western Europe -24 -22 -25 -30 -19
Australia &

New Zealand +3 +3 +6 +12 +11
Eastern Europe

& USSR +5 na 0 +1 -36
Africa +1 0 -2 -5 -15
Asia +2 -6 -17 -37 -46
Latin America +9 +1 0 +4 +4

Source:  Provided by Patrick O Brien, Economic Resear ch Service, USDA,
from UN Food and Agriculture Organization, Production and Trade
Year books, 1954-74 and unpublished USDA data.

Not e: Inequality of inports and exports due to variations in reporting
periods and different marketing years.

a. Calendar years

b. Fiscal Years.
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Figure 5
U.S. Agricultural Exports: Quantity Index
of Total Agricultural Exports and Value of P.L. 480

Shipments as Percent of Value of Total
(Fiscal Years 1959- 76)
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Source: USDA, Agricultural Statistics, 1975; U.S. Senate, Committee on Agriculture and Forestry,

Selected Material Relating to Public Law 480, (Oct. 22, 1975); USDA, Outlook for U S. Agricultural
Exports {Nov. 17, 1975).
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Table 3--US Gain Exports
(Qop Years 1961/62-1975/76)

US Exports US Exports US Exports

(million as a %of as a % of
Qrop Year metric tons) U.S. Production World Exports
1961/62 35 MMT 22% 43%
1962/63 33 21 42
1963/ 64 41 24 43
1964/ 65 39 25 43
1965/ 66 50 28 46
1966/ 67 . 40 22 40
1967/ 68 42 21 43
1968/ 69 32 16 34
1969/ 70 v % 18 35
1970/71 39 21 36
1971/72 42 18 37
1972/73 72 32 51
1973/74 72 31 48
1974/ 75 642 . 324 462
1975,76 g2b 34b 51b

Source: USDA, Foreign Agriculture Circular: Grains, FGL6-75
(Decenber 22, 1975), pp. 20 and 24.

a. Prelimnary
b.  Projected

72=510 0- 76 - 5
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PI anned economies, in contrast, have entered the market sporadically,
hough with increasing frequency, in recent.%/ears. In 1972/73, for
example, the Soviet Union was one of the United State's largest customers
and 1n the followng year the Peoples' Republic of China ranked fifth.

Soviet demand has had a particularly destabilizing effect on the
world market. Soviet production is highly variable (see Figure 6),
|eading to wide variations in Soviet inport requirements. Before 1972,
the Soviet Union internally absorbed much of the shock associated with
wi de swings in Soviet grain production. This was done through Tiqui-
dating 1ivestock herds and reduci ng internal levels of c.onsun}mon.
Fol [ owi ng poor crops in 1963 and 1965, the Soviet Union inports equalled
only about one-third of its production shortage (see Figure 6. In
1972, the Soviets reacted differently, apparently reflecting a change
in policy as well as a rare opportunity to buy large quantities of US
grain at a substantial price advantage. |In that year, for the first
time, Soviet inports of grain equalled and even slightly exceeded their
shortage. ~Since then, the Soviets have continued to inport as necessary
to fiTl shortages. These actions in conbination with the [arge buildup
in livestock suggest a decision to place higher priority on inproved
diets for the Soviet people.9

It has been estimated that between 1963 and 1974, the U.S.S.R. was
responsible for 80 percent of the deviation fromtrend of world wheat
imports.10 As a nmajor supplier of these inports -- over 60 percent in
1972/73 and 1973/74 —the United States has been espemallg affected
by the large variation in export demand. Furthernore, the Soviets have
operated in secret and as a single buyer. Unlike the other ngjor
trading nations, the USSR has resisted sharing information about

9. The Soviets have reportedly decided to increase their per capita
meat consunption to 82 kilograms per year, the anount determined by the
USSR Acadeny of Medical Sciences to be necessary for a satisfactory
diet. George D. Holliday and John P. Hardt, Soviet Agriculture and

the Grain Trade, Library of Congress, Congressional ReSearch Service,
[ssue Brief TB/S070 (Nov. 14, 1975). This conpares with an estimate of
Soviet neat consunption in 1974 of 55 kilograms and U S consunption the
sane year of 109 kilograms. USDA, Foreign Agriculture Service, Foreign
Agriculture Circular: Gains, FG1-76, (Jan. 21, 1976), p. 41.

10. Authur B. Mackie, "International Dinmensions of Agricultural Prices,”
Southern Journal of Agricultural Economcs, (July 1974), p. 18.
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Figure 6
Soviet Union Grain Production, Consumption

and Net Trade
(Crop Years 1960-75)
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crop conditions, stocks, or inport requirements. Although this

secrecy has probably enhanced the Soviet's ability to strike favorable
trade agreements, it has disadvantaged other trading nations. Because
of its unpredictability, this demand has been too unreliable to serve

as a basis for planned increase in production by exporting nations

Thi's has necessarily added to instability, since world conmodity markets
have had to accomodate large and sudden changes in the Soviet situation.
The recent grains aPreenent between the United States and the Soviet
Union (see Chapter TV) is expected to help reduce this uncertainty,

if it results in the Soviet Union's covering a larger share of its
production shortfalls by more regular purchases. so b _

dealing in secret with a small number of very large US ?ra|n export -
ing firms, the Soviet Union may have enabled these firms to profit at
the expense of others.

_ Soviet inports were not the only cause of the instabilitK and
hi gh world grain Fr|ces of the past four years, however. O the in-
creased US ~export volume of feed grains, wheat, and flour between
fiscal years 1972 and 1973, only about 40 percent was accounted for
by shipments to the Soviet Union. US exports to more traditiona
customers, such as Japan and the European Economc Community (EEC),
increased sharply too. The volume of U.S. exports of these sane
comodities to Japan and the EEC, collectively, increased by 9.2
million netric tons or nearly 60 percent over the same period. In
terns of their dollar value, US food exports to both Japan and EEC
countries increased by more than the amount of the ?raln sale to the
Soviet Union. Furthermore, while the Soviets sharply curtailed %ra|n
inports in the two years followng the 1972 sales, US and world grain
exports remained high as a result of increased demand elsewhere.

Albeit inadvertently, Soviet inports since 1972 may have actual Iy

hel ped stabilize the world market because Sovi et |nﬁort requirenents
have tended to move in the opposite direction of other nations. Thus
al though these sales have heen inportant, they represent only one of
several factors.

The EEC, Russia, Eastern Europe, and China, in total, account for
about half of the world's total consunption of grain. In effect,
these nations have opted out of a "free market" "approach to agriculture.
Instead, they have sought to establish national policies of agricultura
resource adjustment independent of that of other _nations and the world
at large. "Beyond comng at a high budget cost,!1 this independence

11, Soviet agricultural subsidies, for exanple, have been estinated
at $28 billion in 1975 Holliday and Hardt, Soviet Agriculture, p. 2.
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thwarts the allocative effectiveness 0f the world pricing System and
shifts the brunt of adjustment onto those nations that attenpt to

mai ntain open agricultural economes. In the protected countries,
producers and consurmers are exposed to contrived prices, prices that
do not reflect world market conditions. In periods of refative
shortage, such as existed in 1973-75, this means that under conditions
where donestic prices are held bel ow | evel s on the world market, con-
sumers use nore food .and farmers produce less than they would if
prices were allowed to rise to market clearing levels. The balancing
of supply and demand is therefore 1eft to those markets in which price
moves I n response to actual narket conditions. Thus, while the United
States, and to a slightly |esser extent Canada and Australia, with
their relatively freé pricing systens, experienced price increases of
100 to 200 percent frommid-1972 through 1974, grain prices in the
najor inporting countries rose very tittle and 1n real (i.e. adjusted
for inflation) terms, actually declined in Some countries (see

Figure Q. The effects of this are also reflected in the fact that
nearly all the increase in the world's grain use between the period
1969- 72 and 1974-75 (6B m | |jon tons out of 73 million tons) occurred
in regions that protect their agricultural economes fromoutside
influence, namely, the Soviet Union, China, and Europe.12

For those nations that remained exposed to the world nmarket,
the protective actions of other nations worsened the severity of the
adjustnent. Both farmand retail food prices were forced higher.
Because of the higher grain prices, livestock herds were reduced nore
further destabilizing the livestock Sector. Stocks were depleted more
rapidly; food aid was reduced more sharply. '

Food Ai d

~ Recent changes in the world food situation have had a particularly
telling effect on food aid programs. Between 1965 and 1973, nearly $11
billion worth of food ai d was provided wor|dwi de, with the US accounting
for 80 percent of the total1.13 A nunber of developing nations have becone

12. D Gale Johnson, "Wrld Agriculture, Commodity Policy, and Prjce
Variability," University of Chicago, (fice of Agricultural Economi cs
Research, Paper no. 7520 (Aug. 8, 1975, p. 9

13, USDA, Econom ¢ Research Service, The Wrld Food Situation and
Prospects to 1985 (Decenber 1974) p. 54 This figure oversiaies the
US”contribation to the extent nost US aid took the formof con-
cessional sales while aid fromnost other countries was in the form of
outright grants.
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Indexes of Real Prices of Selected Agricultural
Products in EEC Countries, Japan and the U.S.°

(Calendar Years 1969-74)
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hi ghl'y dependent on this aid; as much as half of the food grain deficit

of the devel oping countries has been made up through food aid in recent
years.

The US food aid programwas authorized under the Agricultural
Trade Devel opnent and Assistance Act of 1954 (P L. 48), which authorizes
both concessional sales (Title |) and donations (Title Il). The program
was nmade possible by the accumulation of 1large governnent-held stocks
of grain and other comuodities. Beyond its humanitarian purposes,

P.L. 480 has also been used to promte US security and political
?oals and as a tool to affect US farmprices. [ts relative freedom
rom Congressional |imtations has made it one of the nost flexible
forei ?n aid tools available to the Executive Branch.  From 1960 through
1972 the Fprogram cost about $1.2 billion ger year. For nost of this
period, P.L 430 shipments accounted for 20 to 25 percent of the dollar
value of a11 US agricultural exports. Prior to the recent shortages,
P.L. 480 grain shipnents averaged nore than nine miliion netric tons
per year.

~ Wth the disappearance of surplus stocks and the sharp rise in
grain prices in tate 1972, the volume of P.L. 480 grain shipments was
cut to seven million tons in 1973 and to 3.2 million tons in 1974 Total
conmodi ty costs fell to $978 million and then $849 million, the equiva-
| ent of ‘only 8 and 4 percent respectively of total a?ricultural exports
in the two years. In lTinewth the political uses of the program
over three-quarters of all concessional sales (Title I) in 1974 went
to Indochina and the Middle East. Though outlays have since been raised
to $1 billion, the volume of grain remans substantially bel ow pre-1973
levels.

Thi's reduction in volune occurred because of inflation and
because the need for surplus disposal all but disappeared. Since 1973,
the alternative to governnent hel d stocks has been comercial sales
at attractive prices on the world market. Though sone nations, such as
Japan, increased their food aid shipments under the latter circumstances,
the United States chose to reduce its conmtnent. It is difficult to
measure the worldwide need or demand for food aid and whether it has
risen or fallen in recent years. Interest in the issue has certainly
grown and several eli %Ib|£ countries have encountered production short-
falls and di mnished foreign exchange reserves on which to draw in
filling the void. On the other hand, the high volune of aid character-
ized by earlier Years was not just a function of need, but also of
concerted US efforts to dispose of surpluses.
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The major elements of the world food situation then are these:
World food production has tended to rise gradually, but with setbacks
in 1972 and 1974  Overall, food production has increased faster than
Popul ation. Yet, the much faster rate of population growth in the
ess devel oped countries, has caused themto increase their dependence
on the devel oped countries to make ug food deficits. Myjor grain
exporting countries, concerned over the rapidly rising costs of govern--
ment-hel'd grain stocks, took steps in the late 1960s and early 1970s
to restrain production and expand exports. These actions, coinciding
with poor harvests in 1972 and 1974, resulted in a rapid reduction in
world grain stocks, escalation of prices of agricultural comodities
on the world market, a sharp rise in the level of international trade
of food, and an erosion in food aid support by devel oped countries,
particularly the United Sates.



CHAPTER | I |
PREDI CTING THE FUTURE

It IS clear that the US vrole in international agriculture
underwent an inportant change in 1972-74.  But how lasting wiil it
be? Vs the stronq foreign demand of the past three years a tenporary
aberration that will soon be replaced by oversupply and depressed
farm prices? (O, conversely, has the world entered an era of chronic
shortage and hi gh prices, wherein the large grain exportl_nﬁ countries
wi |l be under nmore or less constant pressure to allocate their grain
output among an increasing nunber of food-deficit nations? Q, does
the future lie somewhere between these extrenes, with relatively
tight s%Jpphes affected by occasional years of weather-induced shortage
or surplus?

Predictions of food production are subject to large errors, given
the unpredictability of so many of the key variables -- weather, (0] Sease,
technology, and ?overnnental geollcy. Sti1l, it Is possible to estimate
a likely range of outcomes. veral recent studies agree substantjglly
on the )Broad outline of what can be expected between now and 1985.%

The central conclusions are:

0 Overall world food production will continue to increase
with food supply rising faster than population, thereby
allowing for ‘@ continued inprovement in the per capita
| evel of consunption.

14. USDA, Economc Research Service, The Wrld Food Situation and
Prospects to 1985; UN Food and AgricuTture Organi zation, ASSESSment of
the World Food Situation; Leroy L. Blakeslee, Earl 0. Heady, and Charles
F. Framingham, Wrld Food Production, Demand, and Trade (Ames, |owa:
lowa State University Press, 19/3); GE Brandow, "American Agri-
culture's Capacity to Meet Future Denands, " American Journal of Agri-
cultural Econom cs, Vol. 56, No. 5 (Decenber IS747.
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0 The present uneven distribution of food supplies will
grobably not inprove as the Iess devel oped countries
ecome Somewhat nore dependent (relatively and absolutely)
on inports of grain. To what extent the LDC's will have
enough foreign exchange to buy these inports is unknown.
Oly if the devel oping countries significantly accelerate
thelr investments in agriculture is their dependence on
developed country exports Tlikely to be reduced.

0 As a grouR, devel oped countries will periodically be
faced with excess production at prices that are politically
acceptable. There is absence of agreement, however, over
the extent of this surplus and the Tikelihood that It will
result iN a reaccumulation Of large surplus Stocks.

0 Mst studies conclude that demand will continue to be of
sufficient strength relative to supply to cause real prices
of grain to rise, though prices are not expected to return to
the "high levels of 1974 for any extended period of tine,
nl'y when continued econom ¢ stagnation is assuned do the

findings show real prices of grain resumng their earlier
downt r énd.

0 The demand for feedgrains will continue to grow as
devel oped countries further expand |ivestock production,
The mgjor uncertainty is how consunption patterns in
other nations (developed and |ess developed) will respond
to rising incomes and how closely their consunption
patterns will follow the US trend away fromfood grains
and toward 1ivestock products.

0 Despite this agreement on general direction, the path
from year-to-year remains highly uncertain.  Dependent as
the agricul tural sector is on factors that are unpredic-
table, its potential for volatility remains high.

~In summary, then, it appears likely that foreign demand for US
grainwill remiin str.onﬁ into the foreseeable future. ~ Though the magnitude
cannot bhe predicted with any assurance, the effects of rising incong,
population growth, and deciSions by the centrally planned economes to
upgrade the diets of their citizens all argue in this direction. However,
i1 IS equally certain that this upward path will not be smooth. In
particular, 1t will be buffeted by the effects of weather and shifts
In governnental policy.



GHAPTER |V
THE | MPACT CF H GER GRAIN EXPCRTS
ON THE U.S. ECONOW

This chapter examnes the inpact of increased grain exports
on the US econony under conditions of a tight grain market such as
Fresently exists. It also attenpts to determne who gains and who
oses and by how nuch. Some effects are not readily neasurable; others
can only be roughly estinated. There is no attenpt to conclude whet her
an increase in gran exports to the Soviet Union or to other countries
I's on bal ance "good" or "bad." Rather, the purpose of this chapter is
to present as conplete a picture as possible of the economc effects of
an Increase in grain exports. '

The |npact of H gher Grain Exports
on the Dormestic Food Sect or

The effect of hi %her ?rain exports on the domestic food sector
depends 1argely on whether the increased demand is tenporary or pernanent ..
In either case, the initial effects would include higher grain prices
and ﬁressures to increase livestock and food prices generally. However,
If the increase in demand for grain is sustained over one or nore
growi ng seasons, grain producers could expand production, which would
tend to reduce the initial increase in grain prices. Since acreage
idled under previous farmprograns has now been released for cul tivation,
most of the expanded production would have to be achieved either through
the expanded use of resources other than [and or by the diversion of
acreage fromother, 1less profitable Crops.

If the increase in exports proved to be tenporary, this supPIy
response mght result in a glut the fo]]owiné; %/ear, and tenporarily
Tower prices. Livestock producers would tend to reduce their production
of meat and dairy products in respond to the short supplies and higher
costs of feed. Also, if the increase in grain exports were tenporary,
feed costs mght fall substantially the following year, leading to in-
creased livestock production. Thus, the |ivestock industry m ght be
even more subject to boomor bust cycles than is already the case.

35
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The inportant economc consideration IS the total level of grain
exports to all countries rather than the vol une of shipnents to any
single country such as the Soviet Union. Nevertheless, as was discussed
in Chapter I, special econom c problens are associated with our grain
trade with the Soviet Union because that country is both a large and an
intermttent buyer. Because the Soviet Union acts as a si ngl e buﬁer in
the world market, with information that others don‘t have about the
world grain situation and the world grain market, additional problems
occur.

The Short-Term | npact

(nce crops have been planted not much can be done to affect the
supply,of %r ainuntil the next planting season, which nay be 12 nonths
later. herefore, an unexpected increase in grain exports results
in higher grain prices as well as some conbination of I'ower stocks of
g{,al n, reduced food aid, and/or a reduced | evel of domestic consunption.

er a longer period of tine, grain Prod.uc,ers can ad{ ust to higher grain
prices bg Increasing their usage of tertilizer and other inputs and
perhaps by increasing the area planted.

In the United Sates, a relatively small proportion of the grain
produced is consumed directly by people, primarily in the formof
cereals and bakery products.” Afar higher proporfion of the grain is
used indirectly t0 feed 1ivestock in the production of meat and dairy
roducts.16 Thus, the connection between hi ?her grain prices and

igher retail food prices is indirect and often Tags by several nonths.
Producers of neat and dairy products base production decisions pri-
marily on the sFread between their costs and their estimate of the
price at which their products witl be sold. The time required to
produce meat and dairy products and to adjust to new market conditions
Is fromone to two Kears for hogs, substantially longer for cattle,
and substantially shorter for poultry. If grain prices suddenly rise,
meat producers will cut back on the size of their herds and market
early. Thus, the immediate response to higher grain prices may be

15, D'ffere,nt,(t;rovvi ng seasons in the northern and southern hem spheres
makes sone |imted adjustment possible in the interval, though nost
wheat and coarse grain production occurs in the northern hemsphere.

16. In the 1974/75 crop year, .nearlfy 80 percent of US grain con-
sunption was in the formof animal feed.
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Tower neat prices, as producers increase the quantity of livestock
marketed.

A recent study examned the effects on farmand food prices
and on farm jncone |f eﬁyorts were to increase above their July L.
1975, 1evel by: (&) 10 million tons (6.4 feed grains, 3.6 mhgét) and
(b) 20 mlliontons (12 feed ?rains and 8 wheat and a slight in-
crease of 25 million bushels of soybeans).l7 The study indicates
that an increase of 10 m[lion tons under the relatively tight supply/
demand situation that existed in mid-1975 would increase corn prices
for the 1975-76 crop year by 11 percent. An increase of an additional
10 m I 1ion tons would nore than double the effect of the first 10
million increment. The initial 10 miTlion tons would add 10 percent
to net realized farmincome and a further 10 million would add an
addi tional 14 percent to net farmincone. The gains in farmincone
woul d accrue to grain farmers, while the incomes of |ivestock and
dairy producers woul d be |ower.

The effect of higher grain prices on particular categories of
foods and the timng of these inpacts can only be crudely predicted
The higher cost of grain would affect bakery and cereal products
rather quickly. Yet grain accounts for only about 20 percent of the
retail price of bakery and cereal products; only about one-sixth of
the consumer's food dollar goes for these products. Thus, the initial
| npact on retail food Br|ces woul d he relatively small. The increase
in grain prices would be reflected later in higner prices for neat
and dairy products, itens that collectively account for almost half
the consumer's food dollar.

17. CGeorge E Brandow, Inpact of Russian Grain Purchases on Retal
Food and Farm Pri.ces and Farm Tncone_in the 1975 Gop Year, Joint
Econonic Committee, September 29, 1975, 94 Cong. I sess. (1975 p. 8.
The 10 m [ lion ton figure is approximitely the magnitude of the
Russian purchases fromthe US that were “announced in the sumer of
1975 and the 20 million figure is sonewhat higher than the 17 million
ton maxinmumagreed to in U.S.-Soviet negotiations. However, in
assessing the inpact of Soviet purchases, the inportant consideration
Is the inpact on total US exports. Wthin 1imits, the U.S.S.R. can
purchase grain el sewhere, for exanple, from Canada; and Canada's ot her
custoners mght fi1l nmore of their requirements fromthe US than
they woul d in the absence of the U.S.-Soviet a?reenenL

The July 1, 1975 base called for net exports of: 40 million tons
of feedgrains, 1.1 billion bushels of wheat, and 450 million bushels
of soybeans.
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In August, 1975, the US Department of Agriculture estimated
that a 10 mi1lion-ton-increase in grain exports would add about 1.5
percent to the food component of the Consumer Price Index (CPI) and
that nost of the increase would occur in 1976.18 Since food accounts
for about 25 percent of consumer exPend|tures, this increase in food
prices would add about 0.4 percent to the overall CPl.

The |nRact_of hi gher 3raln.exports on food prices also depends
largely on the size of the donmestic stock of grain and on the tota
demand, donestic and foreign, for grain. |f stocks were |ow and
demand high, an increase in exports of 10 million tons would have a
considerably greater effect on food prices than when the opposite
conditions hold.

The Longer-Term | npact

If the increase in demand for grain were sustained over one or
nore years, %ra|n producers woul d expand their output of %raln. The
prospect of higher grain prices would result in the use of nore
fertilizer and other resources. Moreover, the h|gher Hra|n prices
would encourage an increase in the acreage planted. T e.h|Pher price
Tevel for grain, then, would stinulate more production in tuture years
whi ch would tend eventually to bring down the price of grain. H|?her
?ra|n prices woul d atso reduce demand as livestock producers shortened

eeding periods and made greater use of pasture and forage.

Although it IS especially difficult to estimte how much grain
production woul d increase as a result of h|gher prices, the increase
In output woul d probably reduce the price of grain significantly bel ow
the Tevel that would occur during the first year of higher exports

. Some of the short-tern19a|ns to farners would be passed on to
industries that supply fertilizer, farmequipment, and other resources
For exanple, higher grain prices have stimulated the demand for farm
equi pment, which has added to the number of jobs and to profits in

18.  USDA, (ffice of Commnication, "Food Prices," Media Background
August 21, 1975. The Department of Agriculture's estimate of 1.5
percent is not directly conparable to Brandow's estimtes of the inpact
on retail food prices since Branddw was conparing year-to-year |evels,
rather than the difference in food prices at the end of the year.



Figure 8 _

Prices Received and Paid by Farmers
(Calendar Years 1959-75)
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the machinery sector. This, in turn, can be expected to result in
somewhat |arger wage settlements in the farm equi pment sector than
ot herwi se woul d have occurred.

, In the conpetitive farmng sector, the sharp increase in net

i ncome associated with higher grain prices tends to be short-|ived
This is because the greater incentive to expand output not only
results in greater production later on, but also contributes to
higher prices for farmresources. A significant Share of the benefits
goes to holders of the resource that can not be easily expanded--
productive farmland. As the more expensive land is sold, higher
costs result from the higher payments on farmdebt. As shown in
Figure 8 although the index of prices received by farnmers increased
sharRIy beglnnlng in 1972, the index of prices paid by farmers had
caught “up Dby 1975. However, not all the increased prices paid can
be attributed to the increased demand for farm resources.  Qther
factors, such as the increased price of oil and general inflation
affect farmers' cOStS.

Inportant effects on wealth acconpany the 3ﬁpre0|at|on of Tand
values. For those recent entrants into farmng who acquired their
land at current high prices, this is a bona fide cost of production.
Yet, for many other farmers who acquired their land five, ten or
tuenty years “earlier at nuch |ower prices, the current rate does not
closely approximte cash costs. It must be considered a cost of
production in the economc sense, however, since it represents a
return the owner could realize it the chose to sell his land. For
those farmers who 00 not seil but continue to farm the higher cost

of Tand represents an unrealized capital gain. The total capita

gain for a1l farmers taken together can bé quite large. It has been
estimted that in 1973 real capital %alns or farmreal estate were
$22.4 billion, or the equivalent of 58 percent of the highest farm
income in history.19 In the following year, however, thé index of
prices paid by farners for famly 1iving rose faster than land values,
resulting in a real capital loss of $5.5 billion, only the third such
| oss in the past 20 years.20

19. Emanuel Melichar and Marian Sayre, "Capital Gains in the US
Farmng Sector, Nomnal and Real, 1940-1974," (paper presented at the
annual nmeeting of the American Agricultural Econom cs Association
Chio State University, Columbus, Ohio, August 11, 1975).

2. Ibid.



-4
Short-Term | npact on the Domestic Economy

- Qther sectors of the econony also would be affected by increased
grain exports. For exanple, the hi ?her food prices that result from
Increased grain exports eventual |y Tead to higher wage rates. In turn,
the hi gher wage rates contribute to hi ?her overal | prices and vice versa.
The interaction of wages and prices affects both incone and enpl oynent.
Since many government incone assistance prograns are linked to the Tevel
of consuner prices, higher prices also mean increased government ex-
penditures. Yet hi gher wages yield greater governnent revenues, thus
offsetting at |east part of the increased expenditures.

To learn how increased grain exports affect other parts of the
econony, econonetric mdel s were used. These models are necessarily
simplifications of the real world. As such, their results can be
viewed only as approximations of what m ght actually occur should
exports be increased. Since the accuracy of these nodel s dim nishes
the further into the future they are used for forecasting, this
anal ysi s extended only two years ahead. Effects beyond that point
can only be specul ated upon. Furthernore, not all effects, even within
a two year span, could be enpirically estimated. As a result, sone
| npor t ant ?aps I n under st andi n%] remain. Until these gaps are filled,
one can only speculate about the full economc effects.

For illustrative purposes, it was assumed that grain exports
would rise by 10 million netric tons above the level of exports
estimated in August, 1975, the tinme of the tenporary enbargo on further
grain sales to Russia. As already noted, the world grain market was
relatively tight during this period, as it has been for the past three
years. = On the basis of this assuned increase in grain exports, domestic
econom ¢ effects were estimated.?l

21.  The macroeconomic models of both Data Resources Inc. (DRI) and
Wharton Econonetric Forecasting Associates were used. Though the results
fromhboth nodel s were comparable, the results reported in the text are
fromthe DRI model, unless ot herwise noted. o

~Since these model s are designed primarily for estimting effects
outside the agricultural sector, to activate themit was necessary to
estimate the effect of the increased grain exports on the average price
of a1l raw farmproducts. On the basis of earlier estimates by the
Departnent of Agriculture and CBOestimates, it was determned that an
increase of 10 miilion metric tons in grain exports woul d cause average
farm prices to gradual Iy rise, peaking one year after the increased
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| npact on Prices and \Mges

_ The conputer simulations indicate that a 4 to 5 percent increase
in the prices of rawfarmproducts woul d result in an increase in the
food conponent of the cPI of approximately 0.9 to 1.1 percent after a
year, and the increase in the total CPl would amount to 0.2 to 0.3
Percent after a year (see Table 4. A current food expenditure
evels, this is ‘equivalent to an additional $L7 billion to $2.1
billion annual ly in US consumer expenditures for food. Since there
are no good substitutes for food, higher food prices do not result
in large reductions in food consunption. Instead, consuners divert
fsorrg bl_r}clome formerly spent for nonfood purposes to pay their higher
ood hi I l's.

~ Also, sone of the increase in food prices is likely to result
in higher wage rates. Though it is not evident in the first year,
a small increase (0.1 percent) is noted in the second year.

It is difficult to assess the longer-termeffect of an in-
crease in consumer prices on wage rates. Sone increase woul d take
place relatively quickly, but it is probable that the full effect
woul d occur over a period of several years. Using annual data and
a sinplified wage- Frl ce model,22 it Is estimated that a 5 percent
increase in wholesale food prices would result in an increase in the
CPl after five years of about 0.5 to 0.6 percent. The effects of
_rising food prices on noney vvagies differ among sectors of the econony.
The relationship is particular ¥ strong in sectors with collective
bargai ning agreements and powerful unions. The increase would be .
most i nmedrate in collective bargaining contracts that tie wage rates
to changes in the CPl. Escalator clauses are nmore comon during

exports at about 4.5 percent about their initial level. Through the
following Year It was assumed average farmoprices retreated by half

of the earlier gain as grain production increased in response to the
higher grain prices. Thus, two years after the increase in grain
exports, average farmprices remained 2.25 percent above their initial
Tevel. Gven the approximate nature of these price estimates, a range
corresponding with a peak increase of 4 to 5 percent is used in the
fol  owng anal ysis.

22.  For a description of the model, see: Frank de Leeuw and Michael
Omen, "A SimpTlified WMge-Price Mdel," (processed CBO technical paper,
Sept enber 1975).
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Table 4--Estimated |npact on Prices and Wge Rates
of a 10 Million Metric Ton |ncrease
in US Gain Exports
(percent change)

. After After
| ndi cat or he Year Two Years

Whol esal e Price | ndex .6 to 0.8 0.4 to +0.5
Consuner Price |ndex-Total 0.2 to 40.3 0.2 to 0.3
Consuner Price |ndex-Food
Conponent 4.9 to +1.1 4.9 to +1.1
(oss National Product
Deflator H). 2 H.2 to .3
Average Hourly Wage Rate 0.0 +0.1

Source: Based on CBO conputer sinulations using Data Resources Inc.
* macroeconomic model. '
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inflationary periods than during periods of relative price stability.
In 1974 an estimted 7.7 m|lion workers -- approxi matelX one-tenth
of total payrolls -- were covered by escalator clauses.? V\ﬂ?e
adjustments for workers covered by cost-of-living escalator clauses
are typically less than proportional to changes in the CPI.

_ The response of wages to price changes is certainly nore inme-
diate for workers covere b%/ escalator clauses. However, over a
Ber|od of several years, there is no indication that workers covered
y escal ators obtain higher wages than workers covered by collective
bargaining agreenents without Such clauses.24 \ge escalators are
general |y absent in the construction industry, for example. Yet over
a period of time construction wage rates appear to be strongly
affected by changes in the CPI.2

The |npact on Qutput and Employment

For the econorgl as a whole, an increase in Prai n exports woul d
both stimulate and depress output. It is difficult to anticipate the
net effect. Economic activity in the transportation and grain-handling
sectors of the economy26 would increase and grain producers would ex-
perience hi gher incones as a result of higher grain prices. In response
to the higher prices, grain farmers would al so increase their output,
thereby increasing the demand for farm resources such as fertilizer,
farmmachinery, and cropland.

23. HM Douty, Cost of Living Escalator Clauses and Inflation, US
Council on Wage and Price Stability, Saff Report, (August 1975).

24 1bid.

25. George Iden, "Wage Increases in the Construction Industry,"
\stern Economi ¢ Journal, VIII, No. 4 (December 1970), pp. 431-436.

26. A recent USDA study reports that.U.S. agricultural exports of $22
billion in calendar year 1974 resulted in total business activity of

$43 billion, with about 70 percent of the additional economic acfivity
accruing to nonfarm sectors. Thus, if it is assumed that domestic grain
production expands to provide for the increase in export demand (which
woul d not happen right away but m Pht happen over a period of several
years), each dollar of agricultural exports could be expected to stinu-
late another dollar of output in the econony. See: Gerald Schluter,
"Impacts of Agricultural Trade on Food and Fiber Sectors of the US
Econony," Agricultural Qutlook, Vvol. 4 (Septenmber 1975).
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On the other hand, with higher feed prices, livestock production
would decline. Hgher food prices woul d decrease the purchasing pover
of consuners. To pay the higher food bi11, even after allowing for
reduced |evels of consunption, consuners would have to divert 1income
from ot her expenditures, savings, or a conbination of the tw. Due to
the higher overall price level, there would be a stight decline in the
real value of such assets as noney, bonds, and insurance policies,
whi ch woul d tend to reduce consumers' spending. Interest rates woul d
i ncrease somewhat, perhaps discouraging some types of investnent.

There m ght also be a depressing effect originating in the %$yern-
ment sector. The higher prices would be associated with sonewhat hi gher
money incomes, which would be taxed more heavily under the progressive
income tax structure. White some types of government expenditures
automatically rise and fall wth changes in the price level--such as
soci al securltY and food stamps--many governnment expenditures do not.

To the extent tax revenues rose more than expenditures, the effect woul d
be out put - depr essi ng.

The conputer simulations of the effects of an increase in grain
exports of 10 million tons indicate that GNP in current dollars would
be increased by approximately $3.3 billion t0 $4.1 billion after a
year and by approximately $3.4 billion to $.3 billion after tw years
(see Table 5. However, "the sinulations indicate that real GNP (after
ad{ustlng for inflation) would be only slightly higher after a year.
After two years, real output would decline Dy about $1.1 billion t0
$1.5 billion (in 1975 prices). The unenploynent rate would be
essentially unchanged, increasing less than 0.1 percent. Thus, there
woul d be a negligible effect on output and unemployment for the first
ear, but the negative inpact on outgut woul d become somewhat st ronger

etween the first and second years. The 1increase in farm prices would
have a rather immediate effect on farm income. For grain farmers, this
woul d be due to higher grain prices. Livestock marketings woul d increase
pronpted by higher feed prices. Prices of bakery and cereal products
would respond to higher grain prices; but retail food prices mght fall
initially as the increased |ivestock marketings depressed meat prices.
Yet, after several nonths the higher grain prices would begin to be
reflected not only in higher prices for cereal products, but also,

more inportantly, in higher priced neat.

This analysis may either overstate or understate the inpact on
output for several reasons. Changes in the money supply can Influence
the effect of increased grain exports on the rate of inflation and
changes in output. The econonetric model s used in this analysis assuned
the private financial systemwoul d expand the money supply somewhat in



46

Tabl e 5--Summary of Donestic Economc Inpacts of 10 Mllion Metric Ton
Increase in US Gain Exports |\? Crop Year 1975/76, After ne and Two
ears

(Increase (+) or Decrease (-) in Billions of Dollars)

Item Afth;rOne Aft\(g;rsTm

Consuner Food Expenditures +1.7 to +2.1 +1.7 to +2,1
Q0ss National Product

(Qurrent Dollars) +3.3 to +4,1 +3.4 to +4.3

(Constant 1975 Dollars) .4 to +0.6 -1.1to -1.5
Farm | ncone +2.1 to +2.6 +1.4 to +1.8
Federal Tax Revenues .7 to 0.9 . .9 to +1,1
Federal Expenditures 0.2 to 40.3 .5 to 40,6
Balance of Paynents ' +1.4 1.4

Source:  Based on CBO conputer simulations using Data Resources Inc,
macroeconomic model.
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response to higher interest rates. This expansion would cause both
output and the rate of inflation to increase nore than it would if
the supply of noney were held strictly constant

- Simlarly, though it was assumed that nonetary and fiscal
policies would remain unchanged, the Federal Reserve Board coul d
adj ust the money supply to achieve a particular output or inflation
goal. Should a contractive nonetary poticy be followed in this
situation, for example, the rate of inflation and output would be
lTower than estimated. Fiscal policy (includingtax policy) measures
could be used to similar effect, with the nature of the response
dependent on whether the dominant goal was to stimulate output or
retard inflation.

Also, these estimates mght sonewhat overstate effects that

woul d depress output. Though some allowance was made for an increase

in ﬁra|n production the year following the increase in exports, it

m ght have a more depressing effect on grain prices than assumed. Wth
the passage of time and a continuation of export demand at the higher

| evel , producers woul d respond with increased output, and perhaps enough
increase to cause grain prices to return nearer to their earlier levels
than assumed in the simulations.

It mght also be noted that the implications of .an increase in
farm prices are different, depending on whether the increase occurs
as a result of a crop failure in this country or somewhere else in the
world. The sinulations pertain to the inpact of a higher physica
volume of exports, as would occur if a crop failure occurred in sone
other part of the world. If the crop failure occurred in the United
States, farmincone and the level of outPut in the econony would be
somewhat Tess than the levels simulated for the higher export case. A
simulation of the effects of higher farmprices resulting froma do-
mestic crop failure indicate that real GNP after a year would be about
$2.1 billion (in 1975 prices) less than in the case described in Table 5

~ The conputer sinulations also provide sone additional insiPht into
the inpact of increased grain exports on the farm econony and related
sectors. The sinulations indicate that farmincone would increase by

$2.1 billion to $26 billion after a year and $1.4 billjon to $1.8 billion
after two years, as a result of an increase in grain exports of approxi-
mately 10 million tons. Investnents in farm machinery and equipnent are
estimted to increase by over $00 million the first 'year and over $600
million the second year as a result of the higher farm income



48
The Federal Budget

An increase in food prices and an increase in grain exports
would affect the federal budget. The inflationary inpact on the
econony woul d result in higher tax receipts. The additional exports
would lead to higher farmincone and stinulate economc activity, par-
ticularly in the grain transport and processing sectors. Government
pro?rans indexed to the CPI or to particular indexes of food prices
woul' d require higher expenditures. In addition, subsidies to the farm
sector mght decline while those to the maritime industries m ght
increase. A nore detailed 1ist of prograns affected by higher grain
exports and hi gher food prices is contained in Table

The conputer simulations indicate that an increase in ?rain exports
of 10 million tons would raise tax revenues hy $0.7 billion to $0.9
billion after a year and by $0.9 billion t0 $1.1 billion after two

years. Federal government spending would increase by $0.2 billion to
$0.3 billjon after a year and by $0.5 billjon to $0.6 billion after two
years. The net effect would be to reduce the budget deficit by $0.5
billion to $0.6 billion after a year and by $0.4 billion to $0.5 billion
after two years. :

. The expenditure Tevels for other programs not included in these
simulations could also be affected. For exanple, farmprice support
paynents m ght be reduced in some years since the hlgher grain prices
caused by exports would |ower the probability of market prices falling
to supgort | evel's._ Currently, however  arain prices are sufficiently
above support Tevels so that the commodity progﬁams would not be sub-
stantially affected by further increases in farm prices.

~If the grain exports are carried in US ships, governnent sub-
sidies for the maritime industry would increase. At least half the grain
shipped for food aid under PL-480 nust be carried in US Shlﬁs, if avail--
able. The_shippers receive a subsidy depending on how far the c};ram IS
shipped. The average shipping subsidy during Fiscal Year 1975 for
wheat exgorted under PL-480 was approximtely $16 per ton to Egypt, and
about $23 per ton to India. Total PL-480 shipping subsidies in fiscal
year 1975 were about $4 million.

Gain shi pge_d under bilateral agreenents with the Soviet Union

al so involves subsidies for the maritime industry. In the recently
completed agreement, US. ships are entitled to carry one-third of the
grain or an amount_equal to the volume shipped by Soviet vessels, which-
ever is larger. The agreement calls for a mninmum base rate of $16

per ton to be paid by the Soviets for grain shipped froma Guif port to
a Black Sea port, with an adjustnment formula if shipping costs increase
in the future. At the time the agreenent was signed, this rate was
substantial Iy above the going rate of about $10 per ton. Beyond this
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Table 6--Expenditures of the Federal Governnent
Directly Affected by an Increase
in Food Prices and Larger Grain
Exports

My or programs tied to the CPI:

0
0
0
0
0
0
0

Soci al Securitge (0ASDI)

Supplemental Security Income (S9)
Railroad Retirenent

Civil Service Retirenent

Foreign Service Retirenent

Military Retirenent . ,
Tennessee valley Authority (TVA Retirenent

Prograns tied to food prices:

0
0
0

Food Stanps
Child Nutrition
Elderly Nutrition

Programs resulting inmriti e operating subsi di es:

0 Gain shipped under PL 480
0 Gain shipped under bilateral agreenents

Farm price support prograns
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rate the US Covernment pays an additional subsidY on grain shipped
in US vessels. Under a rather conplicated formula, grain shipped by
US carriers to the Soviet Union at the current time would entail a
US subsidy of about $16 per ton. Assuming US carriers transport
6.1 million tons of a total sale of 17.5 miTljon tons, US taxpayers
woul d pay a maritime subsidy of about $98.2 million.

The |npact of International Trade and the US Balance of Paynent s

. In 1975, agricultural products accounted for about $22 hillion
in US export earnings. The US inported about $10 billion in agri-
cultural products (for exanple, coffee, tea, sugar, etc.), so that the
net contribution of agricultural products to the US trade account
was around $12 billion.

A mgjor justification for international trade is its contribution
to economc efficiency. In principal, it is nore efficient for a
country to enphasize items it can produce nore cheaply than other
countries, rather than to be self-sufficient. When countries trade
such commodities, each of the trading countries generally achieves a
hi gher standard of Tiving. The advantages of international trade and
the pronotion of free markets have been a central focus of U.S. trade
policy.

If US grain exports increased in response to an increase in the
worl d demand for grain, US earnings fromgrain exports would increase.
For example, an increase |n(Pra|n exports of 10 million tons, half
wheat and half corn, woul d add about $1.4 billion to US earnings from
exports. In addition, the higher price level for grain on the world
market woul d increase the price for US grain exports so that the full
effect on export earnings would be substantially above the $1.4 billion
in direct sales. Assumng half of all corn and wheat exports for the
year were sold at the higher price, export earnings would increase by
about another $0.5 billion. 'In turn, the increase in export earnings
would strengthen the val ue of the dollar Vvis-a-vis other currencies
therebY reducing the price of inports, whether they were inports of oil
or coffee or T.V. sets. Thus, an increase in grain exports would Tower
the cost of goods inported into the United States, increasing US
purchasing power. In addition, the reduced costs of inports would
somewhat decrease US. prices; probably only partly offsetting the higher
food prices. Although it would be useful to measure the favorable
effects of an increase in US grain exports on the exchange rate and
indirectly on the US price level, no such estimtes are available.
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Wo Giins and Wio Loses?

An increase in grain exports woul d make some people better off
and others worse off. This section exam nes how these gains and losses
would be distributed.

Consuner s

~The loss in purchasing power resulting froman increase in food
prices woul d be proportionately ?reater for low-income and larger
families. Consuner survey data for 1972 indicate that four-person
famlies with incomes between $3,000 and $3,999 spent about 41 percent
of their income on food. In contrast, four-person families with incones
of $25000 or nmore spent about 8 percent of their incone on food. The
role of famly size is illustrated by the data for families wWith incomes
between $,000 and $,999; Two-person families in this income category
spent about 20 percent of their income on food, while familjes with siX
or nore persons spent 38 percent on food 27 (see Table 7).

- The regressive effect of rising food prices is to some degree
mtu{;ated by the food stanp and nutrition programs. Mre than 18 million
peopl'e participated in these prograns in the third quarter of 197528
Nevertheless, a recent study by the Census Bureau indicates that a
myority of the poor, at least during 1974, were not benefiting from

the program The Census study found that only 40 percent of low-income
families and 20 percent of Tow-income individuals received benefits
fromthe food stanp programin 1974.29

The distribution of benefits stemming fromthe strengthened
value of the dollar vis-a-vis foreign currencies is not known.

Producers

As indicated above, a large share of the initial gains froman in-
crease in grain exports would go to grain farners. Benefits would be

21.  US Department of Labor, Bureau of Labor Statistics, Diary Data
1972, Consunmer Expenditure Series, Report 4481 (Novenmber 1975).

28. USDA, Econom ¢ Research Service, National Food Situation, Novenmber,
1975; p. 13.

2. John F. Coder, "Characteristics of Househol ds Purchasing Food Stanps
in 1974," US Bureau of Census (1975).
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Table 7--Proportion of Income Before Taxes Spent on Food
by Incone and Family Size
(Calendar Year 1972, in Percentages)

Family Size

A11 Incone
Bef ore Taxes 1 2 3 4 5 6+ Total
&in dollars)
11 Families 16 14 15 16 17 20 16
Under 3,000 36 54 74 968 1302 1082 48
3,000 - 3,999 22 34 402 4718 4528 518 32
4,000 - 4,999 16 27 30 398 382 412 26
5,000 - 5,999 17 20 25 302 318 408 23
6,000 - 6,999 13 20 23 292 308 388 22
7,000 - 7,999 13 18 21 25 262 332 20
8,000 - 9,999 12 15 19 21 24 27 18
10,000 - 11,999 12 13 17 19 23 22 17
12, 000 - 14, 999 10 12 15 17 18 21 15
15,000 - 19,999 102 10 12 15 15 19 13
20,000 - 24,999 g8 9 10 12 14 16 12
25, 000 + 52 6 8 8 10 10 8

Source: Calculated from U S Department of Labor, Bureau of Labor
Statistics, Diary Data 1972, Consumer Expenditure Survey
Series, Report 488-1 (1975).

Not e: Food expenditures include purchases with food stanps, while
ffmily income does not include the subsidized val ue of food
st anps.

a. Estimte based on fewer than 70 observations .
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concentrated among the larger producers. As of 1969, the |atest year
for which data are available, the largest 9 percent of all cash grain
farms (about 33,000 farns) accounted for 35 percent of all grain sales
from cash grain farms. Gven recent trends, the tevel of concentration
IS probably somewhat higher now

Al'so as indicated earlier, the incomes of Tivestock and dairy
Broducers_ would De reduced,30 though in actuality, many farmers produce
oth grain and livestock. —

The gains to grain farmers and the losses to livestock farmers
would both be reduced with the passage of time. Conpetition in the
grain sector would lead to higher input prices and to an expansion in
?ra| n production. In the Tivestock Sector, higher grain prices would
end to discourage production, depending on producers' expectations of
future livestock prices, so that meat prices would rise, partially
relieving the cost squeeze on producers.

Participants in the Gain Mirket

The outcone of negotiations anong trading parties would have
significant inplications for who gains and who Toses as a result of
larger grain exports. Information accessibility and size of firm or
participant are crucial factors in this process. For exanple, in 1972,
when the U.S.S.R. dealt secretly with three or four large US grain
firms, large purchases were concluded at a lower price than if knowledge
of this action had been generally known. Once these purchases were
made known to the market, they had a mgjor effect on price. But this
occurred after the sale was conpleted. "Again in 1975 the Soviet govern--

0D A rough indication of the relative inportance of this Toss is
suggested by Brandow's analysis. He estimated that increasing grain
exports froman additional 10 million tons to an additional 20 million
tons would cause farmincome to rise another $3.4 billion. Based on his
assumption of the inpact on grain prices, the effect on grain farmers'
income would be plus $.5 billion. On the assumption that only live-
stock producers lost, their loss amounted to $1.7 hillion ($45 billion
mnus $3.4 billion). This probably overstates the gains to grain farners
since their costs would probably go up somewhat, even during the first
year.
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ment entered the worid grain market quietly, though by then the grain
trade had begun watching the Soviet market nore carefulléaand rumors of
Soviet purchases preceded the announcement of sales. Before it was
widely Berpe|ved, at least beyond the trade, the Soviet Union once
again obtained commtnents from US grain firns for about 10 million
tons. Since nost of these purchases were reportedly made on a "cost-
plus" rather than a flat, per unit basis, and since rumors of the sale
caused market prices to rise quickly, the onortun|ty for the Soviet
Union to obtain a price advantage was nuch |ower in 1975,

The agreenent reached with the Soviet Union in Cctober, 1975 is
expected to reduce sone of the advantages that the Soviet Union has
enjoyed in the grain market. During the five years beginning Cctober 1,
1976, the agreenent requires the Soviet Union to buy a mninmm of 6
mllion tons of US corn and wheat annually with an escape clause
should the US supply fall below 225 million tons. Should the Sovi et
Union wish to purchase nore than 8 million tons of corn and wheat
during any one of these years, the new agreenent calls for government-
to-governnent negotiation. -

. If the Soviet Union has an advantage over smaller participants

in the grain mrkets, the large grain firns have an advantage vis-a-

Vis small firns. This stems in part fromsuperior information and in
part fromsize and control over export facilities. These firns have
reportedly increased their ownership of subterminal elevators and unit
trains. Yt is estimted that the largest five firns now own about half
the port elevator capacity in the United States.31 Size is inportant
because the actions of a single large firmcan affect market price. Un-
fortunately, 1ittie information is avaiiable on the operations of the
large grain firms, so it is not possible to comment on the dearee of
concentration in the sector or on the profitability of the operations,32

31. Congressional Research Service, Implications of H R 6546. A Bill
whi ch Authorizes the Commodity Credit Corporation to Becone the Marketing
Agent Tor A1l Export Sales of Grarns and Soybeans, July 14 1975, p. 1o

32. Prior to the recent surge in grain exports, it was estimted that 4
of the 20 mgjor grain exporters handled up to 90 percent of US grain
exports. Ray A Goldberg, Agribusiness Coordination (Harvard University:
Boston, 1968), p. 74 It has been estimated that, since 1972, five firns
have accounted for 85 percent of US. Era|n exports. They are; Cargill
and Continental (25 percent each); Cook Industries (15 percent); and
Bunge and Louis Dreyfus (10 percent each). Michael J. Phillips, "The
Status of Cooperatives in the Inperfectly Conpetitive Gain Export Market,"
(paper presented at the American Agricultural Econom c¢s Association
Meetings, Columbus, Ohio, August 10-13, 1975) as cited by Congressional
Research Service, Inplications of H R 656 pp. 15-16.
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The Maritime |ndustry

- The US maritime industry would benefit froman expansion of
grain exports, particularly if a cargo grefe(ence rule required a
proportion of grain to be carried in US ships. Because the US
maritime industry operates under higher costs than its internationa
conpetitors, it 1s paid a subsidy to equalize costs. Moreover, when
the U.S. Government is involved in an inportant way, as in the cases
of PL-480 grain and grain shipped to the USSR, part of the grain
must be shipped by US carriers.

As noted above, the agreement with the Soviet Union calls for
that country to pay shipping rates to US carriers above the %0|ng
rate. However, presumably it is the total cost of the grain that
concerns the U.S.S.R. Therefore, if there were no subsidy, the uU.S.S.R.
woul d be willi nﬁ to pay the same total amount if the cargo were carried
more cheaply. Thus, the subsidy paid by the USSR has inplications
for the division of proceeds anong US producers and grain handlers.

Summary and Conclusions

An increase in grain exports would have far-reaching effects on
the econony and on different groups of people, particularly if it occurred
under a tight supply/demand Situation such as presently exists.

Wthin the farmsector an increase of 10 million tons in exports
woul d increase the net incone fromproducing grain, while the net income
from producing |ivestock would be decreased. If the increase in grain
prices Were expected to last for one or nore seasons, producers could
be expected to expand grain production in the future. :

Little of the effect of higher grain prices would be felt i me-
diately by consuners, since not nuch grain is consumed directly in the
United States. After several nonths, the reduced grain supplies and
hi gher grain prices would result in sonewhat higher prices at the neat
counter.  Although many factors are involved, an increase in grain
exports of 10 million tons for the 1975/76 crop year would increase
retail food prices by about 1 percent after a year.

Hi gher grain eﬁg?rts and hi gher farmprices woul d both stimulate
and depress output. balance the net effect would be to stinmulate

rel GNP slightly during the first year but decrease it siightiy after
fwo years.
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H gher grain exports increase the nation's earnings of foreign
exchange, which represents a claimon foreign goods and services. The
United States is a major net exporter of grain, so that higher world
grain prices have a substantial inpact on the US balance of paynents

On the whol e, those with higher i ncones probably benefit nore
than those with lower inconmes; and, larger fam|ies generally woul d

| ose nore than smaller ones. In addition, wage earners in some sectors
of the econony are nore successful in regaining losses in purchasing
pover than in other sectors. In general, workers in highly organized
sectors are probably nmore successful in making up for hi'gher food prices
by obtaining higher noney wages.

Initially, the gains fromhigher grain prices tend to be concen-
trated anong 1ar?F grain farmers and probably among large grain firns,
al though not nuch evidence is available concerning the latter group

Further, the Soviet Union, as a large and secretive participant,
has advantages relative to other participants. This advantage is
expected to be sonmewhat reduced hy the recently conpleted export agree-
ment. In turn, the large gra|n firms may have advantages based on
their size and access to information vis-a-vis small participants in
the grain narket.



CHAPTER V
PCLICY | SSUES AND OPTI ONS

In considering the future role of US agriculture in the world
econony, several issues enmerge; issues to which policymakers will be
required to devote increased attention in the nonths ahead. To what
extent should the United States, as a mgjor supplier of world grain
inports, seek to protect domestic producer and consumer prices from
the instability of the world market? If such protection is sought,
through what policy measures should it be achieved? How can the
burdens of economc adjustment associated with instability in world
agriculture be more equitably shared among nations? Howcan the
international political |everage associated with U S agricultural
Broduct|V|ty be used nost effectively? How are US food exports to

e divided between commercial sal es ‘and food ai d?

This chapter identifies and conpares policy options designed to
deal with the donestic price instability that would acconpany an en-
larged US role in the world market. Before the discussionis
narrowed, however, several related policy iSsues deserve mention

~As noted earlier, the planned economes and particularly the
Sovi et Union have negotlateJ)seqret1y with a few large sellers. By
failing t0 Share market information and by engaging 1n exclusive
dealing, the Soviet Union established the conditions for ?rof|teer|ng
— by itself and by those few |arge grain handling firns that supply
it.  Since the records required to assess actual performance are not
available t0 public scrutiny, it is not possible to evaluate the
magni tude of the problem Clearly, in 1972 the Soviet Union acquired
grain at prices significantly Tower than woul d have prevailed had

I'ts intentions been known by the market and by the u.S. Government
(which paid large subsidies on the sales). Though by 1975 US
government export subsidies had been stopped and the element of
surprise reduced, the opportunity for the Soviets to gain a price
advantage remained. |f the opportunities for such abuse are to he

| essened, future public policy will need to devise means of further
reducing the secrecy surrounding these transactions.

57



58

, Another issue integral to agricultural export policy but too
involved for treatnent here is food aid. Food aid was an early
casualty of the recent grain shortage, as noted in Chapter Il.  As
government-held grain stocks were reduced and as the demand for
conmercial grain exports rose and with it the price, food aid ship-
ments were drastically curtailed. Since then, the volume of PL 480
shipments has increased, but remains far below 1970-72 levels and is
only about one-third the peak Tevels of the mid-1960s. It is probable
that earlier levels of food aid were inflated above actual "need"

by US efforts to dispose of costly surplus stecks. Thus, a reduc-
tion in the [evel of aid is not necessarily "bad." It seens equally
certain, however, that the very sharp curtailnent in aid went beyond

that which adjustment to a needs standard would have dictated. Rever-
sa1hof this dowtrend in Fiscal Year 1975 and 1976 woul d suggest as
much.

Beyond freeing food aid fromthe uncertainty and instability that
has characterized 1t in recent years, there is also need to reassess
its mssions and its performance in carrying out these m ssions.
Scattered evidence at least suggests that food aid, by depressing
recipient country food prices, has discouraged Tocal food production
and thereby forestalled devel opnent, rather than accelerated it.

Anot her inportant dinmension of the issue that cannot be treated
here in depth relates to the more general issue of donestic income
mai ntenance policy. As noted in Chapter IV the inflationary inpact
of additional grain exports falls particularly hard on low-income
consumers.  Though food assistance programs, such as food stanps,
are designed to ease this inpact, a mgjority of those eligible do
not participate. The problemtherefore remains. And though the
poverty problem clearly extends beyond the purchase of food alone --
and is therefore not susceptible t0 solution through food and agri-
culture policy -- an effective national incone maintence policy could
go a long way toward mtigating the regressive effects of food price
instability.

Fiscal Policy |ssues

Changes in the world food and agricultural situation have caused
some difficult problems in fornulating US fiscal policy. If prices
in the econony were perfectly flexible the policy probl em would be
far less difficult —food prices would rise when there was a crog
failure and prices of other goods and services would fall. But this
Is not how a nodern industrialized econony works. Vﬂ?es and prices
are relatively inflexible in some inportant sectors of the econony,
so that an increase in food prices results in increased inflationary
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pressures. The higher price I evel, taken al one, decreases purchasing
power and output in the econony. However, since the United States is
a maj or agricultural producer, the higher price for agrlcultural prod-
ucts, taken by itself, adds to purchasing power in the farmand food
sector. The income effect in the food sector is, of course, greater
when the crop failure occurs sonewhere else in the world, conpared
with the situation in which the crop failure occurs in this country.

If there is a sudden sharp increase in farmand food prices,
policymakers have three basic choices with regard to aggregate fiscal
policy: (1) If fiscal and/or nonetarK_pollcy di d not change, the
overall price level woul d be somewhat higher and_outFut would be
sonewhat lower after 18 to 24 nonths. (2 If fiscal and/or monetary
Bollcy were made nore expansionary, the ne?atlve effect on output m ght

e offset, but the inflationary inpact would be somewhat greater.

(3 If fiscal and/or nmonetary policy were nade nore restrictive, the
inflationary inpact of higher food prices would be | ess, but the nega-
tive inpact on output would be greater. Several factors, such as
whether a shortage is donestic or foreign, may have a bearing on
these decisions. Inaddition, the significance of the higher price
Tevel m ght be(iudged in the general inflation context -- a slight
increase in food prices may be judged more serious in sone situations
than in others.

The prospect of hlﬂher food prices also raises a policy issue
about the extent to which policies mght be adopted to counteract
some of the inpact on consuners. In part, the inpact of higher food
prices on low-income people is offset by food stanps and similar pro-
?rans. But the issue remains as to whether additional responses in

iscal and tax policy mght be desired to offset some of the inpact
of higher food priceS on the consumer.

Agricul tural Policy: | ssues and Opti ons

Al'ternative policy approaches to this issue can be judged agai nst
several criteria. Different interests look to different criteria in
eval uating performance. Not infrequently they are in conflict. For
example, the grain farner seeks higher grain prices, while the cattle
feeder seeks lower grain prices to lower costs. Simlarly, farmers
general |y prefer to see the prices of their Froducts move "hi gher
whi | e consuner preference is decidedly for [ower retail food prices.

Seldom, however, does a single criterion offer sufficient basis
for taking-a policy position. The world is too complicated for that
Differing objectives with regard to the level of food prices is illus-
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trative. In addition to low food prices, consumers also want an
assured supply of high quality food in the future. Thus, they would
not want prices to be so low that this supply would be interrupted,
an eventuality that could lead to higher tood prices. And, as tax-
payers, they probably would not want to pay the farm program costs
required to support farmincones above those levels that Woul d result
from ample supplies at low prices. The farmer too, has other factors
to consider, including the effect of higher farmprices on costs of
production and foreign demand.

As a result of the interplay of these factors, it becomes
necessary to consider a variety of effects. The policy options for
dealing Wth this issue are therefore described in the context of
their effects on:

0 The level, stability, and distribution of farmincone.

0 The level and stability of consumer food prices.

0 U.S. balance of payments.

0 Covernnent budget costs.

0 Admnistrative feasibility of government prograns.

o US relations with foreign governments.

Policy options considered are; (1) continuation of current
policy; (2 donestic reserves; (3) international reserves;, (4
trade restrictions, (5 trade liberalization; and (6) bilateral

agreeements. This assessment is made on the basis of expected trends
inworldagricultural supply and demand as identified in Chapter I11.

CQurrent Policy

- Qurrent agricultural policy is founded on a philosophy of mni-
m zing government involvement in agriculture and maximzing use of
the free market in allocating resources. It is made operational through
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the Agricultural and Consumer Protection Act of 1973.33The principal
ains of current policy are:

0 Maxinumreliance on the market to allocate production
resources and the flow of agricultural comodities to
domestic and international markets.

0 Hgh levels of agricultural exports.

0 Unrestricted production to assure adequate sﬁppHes of
food and fiber for domestic and foreign users.

0 No government-held grain reserves.

Underlying these objectives is the expectation that the United
States could return to a surplus-position in grains if exports were
not actively sought or if government price incentives encouraged
excess production. Because of the inmportance of exports to full
utilization of current production capacity, a precipitous decline in
exports could result in excess capacity. Likew se, significant
increases in production could cause farm prices and incomes to decline
and stocks to accumulate in governnent hands.

As discussed in Chapter Il, actions taken since 1972 to counter-
act the effects of ﬁroducuon instability and increased export demands
on donestic prices have tended to be ad %oc and in conflict with other
policy objectives. The domestic price effects of a tight grain supply/
demand situation can be noderated in a nunber of ways: (1) Governnent--
hel d stocks can be released, when they are available, é) exports can
be regulated, (3) food aid can be reduced, and (4 donestic consunp--
tion can decline (through price rationi n%), with the greatest initial
reduction occurring in the livestock sector. Lacking a large stock-
pile fromwhich to draw, the initial U.S. reaction to the recent short-
age was to release those governnent stocks that remained, discontinue
most export-subsidies, and reduce food aid sharply. However, these
measures only danpened upward price pressure, causing the brunt of the

33. Under this law, wheat, feedgrain and cotton producers are currently
not restricted in production and becone eligible for income support
throu%h deficiency paynents if market prices fall below "target prices."
Comodity |oans provide financing and set a floor under farm prices.
Current market prices are considerably above these support levels,
particulary for wheat and feedgrains.” |f market prices fall below

the support levels, the governnent is obligated to take over the
commodity, at the option of the producer.
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adjustnent burden to fall on domestic consunption. As losses among
livestock producers rose and the effects on retail food prices becane
more pronounced, the US. resorted to occasional trade intervention.

Export enbargoes and informal export controls involving inter-
national negotiations were used. These actions appeared to do
Tittle to stabilize domestic prices and opposition from producers,
foreign buyers, and recipients of food aid was intense. Use of these
controls further added to market uncertainty.

~ Repercussions of the two years of severe shortfalls in world
%raln production between 1972 and 1975 resulted in record |evels of
LS. agricultural exports, reduced grain stocks, higher grain and
oi | seed prices, and rising food prices. In the livestock sector,
hi gher feedgrain and oilseed prices resulted in higher farmand
retail prices and a decline m(Fer capita neat consunption. Total
net farmincone reached a record $33.1 billion in 1973, with |ower
Tevels in 1974 and 1975 but still about 50 percent higher than the
$18.2 billion earned in 1972. Gain producers captured a |arger
share of increases in farmincone than |ivestock producers.

~ Qurrent policy has coincided with strong overall farmprices
and incomes, nearly full utilization of existing capacity, and inpor-
tant contributions to the US balance of paynents. Budget outlays
in support of agricultural commdity prograns have been reduced from
nearly $4 billion in Fiscal Year 1969 to about $0.6 billion in Fiscal
Year 1975. The efficiency of free market allocation has heen used to
greater advantage.

Against these benefits, food prices rose by over one-third
between 1971 and 1974, food aid shipnents were reduced to a fraction
of earlier levels, and domestic commodity narkets and prices becane
characterized by substantial instability and uncertainty. On balance,
considering future trends and the 1likelihood that other nations will
not materially change their agricultural policies, continuation of
current policy would place the United States in a position of con-
tinuing to bear a disproportionate share of the shocks and adjustnents
in balancing world food supply and demand.

Domestic Reserve

A donestic grain reserve could be used to accomplish a variety
of objectives, includi n% price and income stabilization and foreign
food @id. Reserves could be designed to function in a nunber of
ways, dependi n.gb.on the principal objective to be pursued. For pur-
poses of describing this option, it will be assuned the principal
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objective would be price stabilization. An effective domestic reserve
would accunul ate stocks when excess production or inadequate demand
caused farmprices to fall below a specified level. In periods of
tight supplies or strong demand, stocks would be released when prices
rise beyond a specified level, retarding further price rises. [Inplied
in this concept of a domestic reserve is a set of price triggers, one
above and one below the long run equilibrium or market clearing price
As changes in the cost of production and other factors cause tﬁe trend
in the ['ong run equilibriumprice to change, the price trlggers woul d
be adjusted. Alternatively, the acquisition and release of stocks
nght be linked to a measure of quantity or to a combination of price
an ﬂyant|ty triggers. Though it n1ght be possible to devise a system
wherepy the private sector would hold these reserves, they would
probably have to be government held or controlled. Wen ‘stocks were
being accumulated or released, some formof international trade inter-
vention mght be required.

The size of a donmestic grain reserve would be a function of the
degree of price stability sought, the extent to which trade interven-
tion (including adjustments to food aid) would be used in concert with
donestic reserves, and how nuch budget 1npact would be acceptable.
Market instability can be neasured In many ways. For example, reserve
size mght be related to deviations fromtrends in world inports
Recent anal yses show that a reserve of 6 million metric tons (mmt) of
wheat and 4 nmt of feedgrains would nmeet two-thirds of the above trend
in world inports of these two grains.34 A reserve of 10 mt of wheat
and feed?ra|ns woul d therefore permt the United States to neet two-
thirds of the deviations in world inports without materially affecting
domestic prices. For deviations larger than these, both reserves and
trade intervention would be required if donestic Pr|ces were to remain
stable. Initial outlays for a 10 mt reserve woul d be about $1.2 bil-
| ion at current prices with annual interest and storage costs of about
$180 million. Depending on operational guidelines, a donestic reserve
coul d be nearly self-financingwith sale prices set high enough to
recover most costs.

Avariation of this option, a conbination of domestic and an
international reserve, woul d be an international systemof nationally
hel d and controlled reserves. At a mninmum participating nations
could agree to consult when market conditions warranted. In this way,
participating nations would not yield sovereignty over decisions

3. USDA, Econom ¢ Research Service, The World Food Situation and
Prospects to 1985, Foreign Agricultural Econom c Reporf No. U8
(Decenber 1974), p. 43. '
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affecting their agricultural sectors while attenpting to coordinate
their actions with other nations. The U N. Food and Agriculture
Organi zation's proposed Interna%éona] Under st andi ng on Worl d Food
Security follows this approach.

An effective domestic grain reserve could provide several
benefits. ~ Price extrenes woul d be mitigated, but could still serve
as the principal allocating mechanism Mre stable grain prices would
help consuners by protecting them against sharp increases in retail
food prices. Gain producers would have more stable prices and in-
cones.  Livestock producers would benefit fromnore stable prices
though income and prices would still be subject to cycles in beef
and pork production. On the export side, the US position in inter-
national markets could be enhanced by inproving its capacity to meet
comm tnents. Likew se, food aid commtnents could be made with greater
assurance.  Budget costs, in conparison with the costs of earlier farm
prograns, would be relatively |ow

3. UN Food and Agriculture Organization, Wrld Food Security:
Proposal of the Director General, Rone, (August 1973).

36. A recent st ud%/ conducted for the U N Food and Agriculture Organi-
zation estimates the "social value" of grain reserves. [t does thrs
by comparing increases in the US price of corn that occurred in 1970
as a result of shortfalls in production with those that occurred as a
result of shortfalls in 1974  In contrast to 1970, when stocks were
high, in 1974 they were very low. In 1970, the marginal value of an
additional 0.5 billion bushels of corn was about $270 per bushel. [n
1974, when stocks were low, the marginal value of a comparablie quantity
of corn was $12.00 per bushel. Though ?raln cannot be bought and sold
at its marginal val ue, since the mrginal unit i s indistinguishable
fromall other units and thus nmust share its value With all units, the
researchers conclude that these mar%i nal values offer "a fair neasure
of what stocks would have been worth in the two circumstances." They
further note that a conservative estimte of the marginal value of an
increment of one half billion bushels of corn at the time of their
study (late 1974) would have been around $10 per bushel. In other
words, the social value of a reserve of that magnitude at that point
in tim would have approximted $5 billion. Seel Jimmye Hillman, D.
Gal e Johnson, and Roger Gray, Food Reserve Policies for World Food
Security: A Consultant Study on Alfernafive Approaches, U N TFood

and Agriculture Organization, (January 1975).
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_ Some di sadvant ages would have to be wei ghed against these bene-
fits. Though consumers would gain fromincreased price stability, it
IS possible that overall farmincone would be lower, though more stable..
As noted before, however, the effect among farmers would not be uni-
form nost of the loss would be concentrated in grain farning while
||vestockLProducers woul d realize a gain in incone. To the extent
that the United States wished to prevent benefits fromprice stabiliza-
tion from "leaking” to other countries, sone trade intervention m ght
be required. A domestic reserve would not entirely stabilize retail
food prices, nor would an% single agricultural policy, Since the farm
sector contributes only about 40 percent of the retail value of food
Anot her consideration is the ease with which the focus of a reserve
program coul d be shifted fromprice stabilization to income support,
resulting in a large and costly %rogram resenb||nﬂ those of the 1950s
and 1960s.  Public knowledge of the triggers for the acquisition and
release 0f stocks coul d also Tead to a certain amount of manipul ation
in the international grain market, as other nations patterned their
transactions to anticipated price changes. Finally, determning
precisely when stocks should be acquired and released is difficult.

| nternational Reserves

Li ke a domestic reserve, an international reserve could Serve
several purposes, including stabilization of world prices and energency
food aid. Generally, an international reserve is viewed as operating
to increase world price stability through the acquisition and release
of reserve stocks froman internationally controlled Stockpile. In
obvious contrast to a US domestic reserve, an international reserve
woul d require the support and commitment of several nations. From
the viewpoint of n%|or exporters, such as the United States, inter-
national reserves offer a means to distribute the burden of stockholding
mre equitably than it was before 1972, when a few exporters, particu-
larly the United States, held most of the world's grain stocks.

~ The US position announced by Secretary Kissinger before the
United Nations calls for a 30 million nmetric ton food grain (wheat and
rice) reserve to be held by several nations. The larger trading coun-
tries have talked periodically over recent months to determne Interest
in this and other reserve proposals. Reports fromthe talks suggest
comparatively 1ittle interest. A reserve of 30 million metric tons
would nmeet an estimated 95 percent of the shortfalls fromworid trend
food grain production®/and provide a very high degree of protection

37.  USDA, Econom ¢ Research Service, The World Food Situation and
Prospects to 1985 (Decenber 1974), p. &3




66

and stability. If the United States were to hold 20 percent of the
reserve, annual interest and.stor%ge costs woul d be.about $100 m|[ion.
Acquisition costs for the United States would be about $00 million,
assumng current prices

As for a domestic reserve, the size of an international reserve
woul d have to be defined in terns of the degree of price stability
sought and budget costs. Added to these dinmensions would be questions
of eqU|tg (how woul d the costs and benefits froman international ,
reserve De shared), trade intervention, and compatability with domestic
agricultural policies. For an international reserve to function as
well in periods of surplus as in scarcity, participating nations would
have to adjust donestic trade and agricultural policies. For exanple
tremendous pressures would be placed on an international reserve |
U.S price support policies resulted in |arge excess Productlon,.thus
causing world prices to fall precipitously. ~On the other hand, if
menber nations were unwilling to reduce inport restrictions and trade
barriers to ease the burden of excessive production and stocks, this
too woul d make ineffective the international reserve

In short, an international reserve could internalize to a larger
group worl dwi de effects of unilateral actions by ngjor exporters an
Inporters in response to donestic problems. However, a great deal of
conprom se and cooperation woul d be required. It is highly uncertain
whether several nations could operate an effective international grain
reserve. While support for an international grain reserve has been
intense since 1972, any novenment toward larger stocks in mgjor exporting
countries and increased production [evels in other parts of the world
woul d probably di mnish that support, particularly if the ngjor im
Portlng countries of the world felt that the United States and other

arge exporters would hold stocks ample to satisfy export requirements.

Regulation of Trade

. International trade can be regulated by a variety of devices

i ncluding enbargoes,_guotas, tariffs, variable | evies, 1licensing, State
trading, export subsidies, and sanitary and health regulations. Such
regulation is undertaken to protect donestic producers from foreign
conpetition and sometines in retaliation for regulation by others

It 1s also used, as in the case of the United States, prior to 1973,
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to subsidize the export of commdities to maintain domestic prices above
world levels. MsSt recently the US has used trade regulations to pro-
tect domestic market prices fromworld nmarket instability. Sonetines,
as in the case of the OPEC countries' control of oil, such actions are
taken to exercise nonopoly power.

Trade regul ations run counter to current U S policy in that
they conflict with US commtnents to the General Agreenment on Trades
and Tariffs (GAIT). By inpairing the flow of trade among nations, such
regulations di scourage dependence on foreign suppliers -- even when
foreign suppliers can produce the product nore efficiently. \hile
export controls can reduce domestic price |nsIab|||t¥, they do so at
the expense of price instability in other nations. To an increasingly
interdependent world, trade regulations affecting exports of a major
supplier can significantly affect the economes of other nations.
Conversely, a major supplier iS subject to the effects of production
instabil ity and governmental policies in other parts of the world.
Export trade restrictions nearly always undermne confidence in the
reliability of suppliers. But when they are inposed intermttently
and without™ advance notice, the effect can be particularly harmful.

~ To the extent that foreign custoners for US grain have alter-
native sources of supply in the short run, export restrictions will
cause foreign prices to rise, but total export receipts to fall as
the decline in the quantity exported nore than offsets the increase
in price. One recent study estimates that a 10 percent export restric-
tion woul d Tower export receipts by about 3.3 percent. =~ For example,
restricting US exports of feedgrains in crop year 1974/75 by 10 per-
cent, or 3.4 milljon netric tons, would have reduced export receipts
by about $160 million. Over the Tong run, custoners faced with export
restrictions look to alternative sources of supply. A [east partly
as a result of the soybean enba{%o in 1973, JaPan has taken steps to
lessen its dependence on the United States by turning to other suppliers,
particularly Brazil.

 In theory trade re%ulations can he jmplemented Or rescinded with
dispatch. In practice they rarely are and, instead, becone inpedinents
to adjustnent. The effectiveness of export controls can also be im
paired by the tine |ag between perception of need and actual inplemen-
tation. Recent US experience has shown export controls and subsidies
%o ge ??fficu]t adm ni strative mechanisns for timely adjustments in

rade flous.

3B Luther Tweeten, Formu]ating a National Food Policy for the Next
Decade, Paper prepared for the Gfice of Technol 0gy Assessment, (%
Cong. 1 Sess.), December 19, 1975, p. 25.
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Although trade regulations conflict with current US policy,
as a practical matter the United States will probably continue to
use themin certain situations, even if in [imted scope, while trade
Tiberalization i S pursued.

In contrast to a goal of trade 1iberalization, it has been sug-
gested that the United §xﬂes use its domnance in the world grain
market as a bargaining tool for achieving other objectives. For
instance, the United States mght attenpt to act as a monopolist
simlar to the oil cartel, and by reducing the supply of grain drive

up the price. As the worlds':principal source:of grain exports, the
U'S. would bargain froma position of strength. Should other ngjor
exporters, such as Canada and Australia be included, the degree of
control woul d be even greater. The relatively fixed demand for food
causes prices to rise sharply in response to reductions in supply,
though US prices would fail for awhile. And, though other suppliers
woul d react to the higher prices with increased production, biological,
climatic, and institutional Timits would control the extent of this
increase, particularly in the short run. It has been suggested that
the US employ this tactic as a way of putting pressure on the oil
cartel, yet that cartel is not very dependent on US food.

However, there are also several drawbacks. First, the world
supply of grain is substantially more responsive to price increases
than 1s the supply of oi1. And grain production is far |ess geo-
graphically concentrated. Second, a relatively affluent inporter
such as the Soviet Union has the option of turning to other, nore
expensive sources of food including, if necessary, expanded domestic
production, or belt t|€hten|ng. Third, though the United States is
the principal source of world grain inports, nost countries are not
heavi |y dependent on these inports. Only about 11 percent of total
world grain production is traded internationally. Fourth, such a
policy woul d make food nore expensive and thereby create hardships
for poorer nations dependent on food inports. Aftenpts to use such
a cartel selectively -- for example, against countries that refuse to
participate in efforts to Tiberalize trade or share in the holding of
stocks -- mght be effective in the short run. They are likely to
break down in the Tonger run, however, as the deficit nation devel ops
other sources of supply.

Trade Liberalization

As noted in Chapter |1, nuch of the recent instability in world
food prices can be traced to governmental Interference in trade between
countries. Elimination or reduction of this interference could substan--
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tially reduce world Rrice instability. Trade liberalization, however,
IS a policy option that cannot be unilateral 'y determned, but rather,
one which nust be determned in concert with ngjor trading partners
thro_u?h negotiation, It is not, therefore, an option that can be
specified wth precision. Thedra]rincipal deci sions revolve around

(@ the vigor with which the United States pursues the negotiations
and (b) the overall objectives to be sought. Though the major aim

of the negotiations would be to reduce the degree Of agricultural
Protectlo_n, probably Dy stages, it does not seem feasible to address
his topic without also trying to reach agreement on the general
nature of domestic agricultural policy. Trade restrictions and
domestic agricultural policies are different facets of the same
problem. Effective solutions are not 1ikely to be found uniess hoth
dinensions are treated simultaneously.

~ However, the United States could take more sPecmc actions to
facilitate and inprove the chances of success for these ne?otlat!ons.
ne such action would be to assure foreign customers that the United
States is a dependable source of supply -- through use of grain
reserves, bilateral agreenents, or other means. The increased use
of trade restrictions by the United States since 1972, in conbination
with the reduction of Qovernment stocks, has caused concern among
foreign customers. Some form of assurance seems to he a necessary
recondition to serious trade 1iberalization. In addition, the United
ates nust be prepared to renove some of its remaining trade barriers
as a %wd pro quo for the concessions of other governnents. Although
the US has a conparative advantage in the production of agricultural
products such as feedgrains, wheat, tobacco, and poultry, in the
P[oductlon of other_farm products the United States is at a conpara-

| ve disadvantage.39 Those products include manufactured dairy products,
sugar, wool, lamb, and mutton. For other commdities, the conpetitive
position of the United States is uncertain. Therefore, further 1liberal-
Ization of US terns of trade would probably require that existing
protection of these comodities, as well as Sone nonagricultural prod-
ucts, be reduced or eliminated.

. Apolicy of further trade liberalization has several argunents
inits Tavor. 1f adopted on a wide scale, it would give the market
mre free reign to allocate resources, thereby increasing economc
efficiency. Budget costs woul d be negligible, dependi n? on the
extent to which conpensatory payments were used. Once trade becanme

39. D Gale Johnson, Farm Commodity Prograns: An_Qppqrtuni_tfoor‘
Change (Méashington, DC. “American Enterprise Institute for "Public
Policy Research, My 1973), p. 71
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more free and food deficit nations gained confidence in the dependa-
bilityof their suPpI iers, worldw defgral n stock requirements woul d

be lovered. Shortralls in one part of the world could more readily
be fitledthrough inports fromother nations. Finally, trade |iberali-
zation woul d expand the market for commodities for which the United
States has a corrspar ative production advantage, thereby contributing

to increased US foreign exchange earnings.

Perhaps the nost teltling argument against pursuit of a policy of
trade 1iberalization iS the difficulty of persuading other nationsthat
such a policy is intheir long runinterest as well "as in the interest
of the United States. Few human needs are nore basic than the need
for food. Add to this the powerful political and economc interests
that have grown up around the agricultural sectors of nmost nations and

ou have a policy topic of great sensitivity. Fewnations are eager
f’o becone heavil'y dependent on inports of food, if they can possibly
avoid it. The 1imited success of past and ongoing attenpts to negotiate
more free agricultural trade testify to how deeply rooted these policies
are in the domestic political affaiTs of all nations. O a nore mechan-
ical nature, important Neasurenent problems associated with trade
negotiations further | engthen and conplicate the process. Finally,
some segnents of the US econom{, including producers of certain
\e}\?npultural products, would suffer fromrenoval of US trade barriers.
thin agriculture, the daer industry woul d probably be affected nost
severely.” A recent Departnent of Agriculture study concluded that under
conditions of free trade for dalr%/ fproduct,s, US inports by 1980 woul d
be over three tines as high, both farmprices and US. wmilk production
slightly lower, US dairy Producer incones substantially |ower, retail
dairy prices about 3 percent lower, and the nunber of dai rk/.herds down
slightly, all relative to what is expected with a continuation of the
present systemof inport quotas.40

Bilateral AgQreenents

. The United States could enter into agreements with other najor
| mporting countries simlar to the one signed in Cctober with the
Soviet Union. Qher countries have reportedly expressed interest in
havi ng such agreenents.

40.  USDA, Economc Research Service, The Inpact of Dairy Inports on the
US. Dairy Industry, Agricultural Economc Report No. Z/8 (January 1975).
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Bilateral agreenents mght also be made between the U.S and
other major grain exporting nations to consolidate their influence
over conditions of grain trade. This power could be used to a variety
of ends, including further trade 1iberalization and a nore equitable
sharing of the costs of holding stocks.

~Such a%reenents would have several advantages. They would entail
no direct budget costs. In conparison with multilateral agreenents,
the¥ are nuch nore simple to negotiate and inplement. They can be
atterned to unique circumstances, as exenplified by the United States-
oviet Union agreement. And, over the short run, increased export
earnings mght be possible if the agreement covered enough of total
world exports.

. Among the disadvantages, Timiting participants to the agreenent
m ght hanper the conpetition of a freely operating market process.

The terns of trade would therefore be determned in isolation of other
inportant factors. Furthermore, it would be difficult to design an
agreenent that would be sufficiently dynamc and flexible to adjust

to unforeseen circunstances. To the extent flexibility is achieved,
perhaps by calling for a renegotiation of terns each year, the agree-
ment woul d 1ose value as a hasis for long-termplanning. Agreenents,
particularly if they cover long periods of time or apply to situations
of ?reat uncertainty, often become inpediments to needed adjustment --
or they are broken.” Nations not covered by an agreement woul d essen-
tially becone claimants for whatever ?raln remained after the export
agreenents had been satisfied. In a tight market situation, they could
have trouble satisfying inport requirements. Such agreenents also con-
flict wth the spirit and the intent of the General Agreenent on
Tariffs and Trade. Finally, for all the reasons cited in Chapter Il
it can be argued that the ‘United States-Soviet Union trade relationship
IS unique in several aspects and therefore required unique treatment
that should not be repeated.

Sunmary

Five alternatives to current policy were selected on the basis
of their contribution to increased price and income stability. Each
has been examned for its effects on key economc and policy indicators.
Not all these effects have been quantified. Thou%h some further quanti--
fication is possible with sufficient time and analytical resources,
many of the inpacts would remin empirically unpredictable.

“Aqualitative sumary of the effects of these oPtions in conpari -
son with the effects of current policy appears in Table 8. The net,
effects described here are judgmental, particularly in those situations



Table 8--Effect of Aiternative US Agricultural Trade Policies
In Conparison Wth CQurrent Policy

_ Price & Income Farm Consuner Bal ance Budget Administrative I nternational Allocative
Policy Options Stability [ ncone Food Prices O‘S Pav]nents Costs Feasibility Cooperation Efficiency
urplus
il
Domestic grain reserve + - - 0 + - + +
International grain
reserve + - - 0 + - + +
Regul ation of trade + - - - .0 - - -
Trade 1iberalization + 0 - + 0 + + +
Bilateral agreenents + 0 0 0 0 0 0 0

Note: + means greater or higher than with current policy
- means less or |ower than current pelicy

0 means no change, uncertain, or increases and decreases

that are roughly offsetting

oL
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where there are offsetting effects. Consequently, the reader is altered
not to accept this interpretation uncritically. It is offered strictly
as a neans of making very rough cross-conparisons of alternative policies.

. In brief, all options would contribute to increased price and
income stability, though in varying degree. This, of course, was the.
basis for their selection. Grain reserves, whether domestic or inter-
national, would probably lower total farmincome nmore than woul d current
policy. The adoption of a "price 1id," as inplied by use of grain
reserves as well as trade regulation, would restrict price increases
and decreases, as with the existing "price floors." As a result, the
income of farners, partlcular|¥ grain farners, would be slightly Tower.
Livestock producers and dairy farmers would benefit, however, as these
options would retard feedgrain prices fromrising as high as they can
under current policy.

_ Consuners would benefit fromnost of the options in that the price
l'idon farmprices would, in turn, restrain retail food prices from
sharp rises of the sort experienced in 1973 and 1974 Wth %raln re-
serves, this benefit to consuners would he partially offset by the
budget costs of such prograns. .

The reserves and trade regulation Options would require greater
governnent i nvol venent. Again, the extent of that involvement would
epend on the design of particular policy neasures. Trade liberaliza-
tion is the only option examned that would lessen government involve-
nment. International econom ¢ relations, broadly defined, probably would
be enhanced by adoption of either the reserves or the trade iiberaliza-
tion options.” Only trade regulation would work agai nst an improvement
in these relations

O the five alternatives to current policy, only one —trade
Tiberalization -- would Seemto be superior on all counts. Yet, it is
al so one of the nost difficult to attain. As already noted, it requires
a great deal of international cooperation as well as the sacrifice of
sone national autonony. The bilateral agreenents option i s difficult
to assess, largely because it can take so many different fornms and,
therefore, have different effects. The only najor benefit of increased
trade regulation is that it would probably result in greater price and
income stability, VisS-a-vis current policy. Both of the grain reserve
options are characterized by a conbination of advantages and disadvan-
tages. Finally, it is inportant to recognize that nost of these options
are not mutually exclusive. It is, therefore, possible to adopt a com
bination of policies. The principal task then becomes one of orchestra-
tion and enphasi s.
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APPENDIX TABLE 1

U.S. GRAIN SUPPLY AND DISTRIBUTION
(Crop Years 1961/62-1976/77)

Commodity and Beginning Harvested Domestic_Consumption
Crop_Year Stocks Area Yield Production Imports Exports, For Feed Total
MiTiion MiTTion Quintal Million MiTTion MiTlion MiTTion Million
Metric Per Per Metric Metric Metric Metric Metric
Tons2 Hectared Hectared Tonsd Tons@ Tons@ Tons@ Tons?
TOTAL GRAINS;:
] 115.7 64.1 25.1 161.0 .6 35.4 112.2 140.2
1962/63 101.7 59.7 26.7 159.3 .3 N 33.2 108.5 136.9
1963/64 91.2 61.5 -219 171.5 4 40.6 106.0 135.0
1964/65 87.5 60.1 26.2 157.4 .3 39.4 104.6 133.6
1965/66 72.2 59.5 30.3 180.0 2 50.1 119.6 149.0
1966/67 53.3 60.3 30.0 180.5 2 40.4 118.1 147.8
1967/68 45.8 65.0 31.4 203.9 .2 41.7 118.4 149.0
1968/69 59.2 62.1 31.8 197.7 .2 31.5 126.5 157.4
1969/70 68.2 58.5 34.3 200.9 .3 35.7 134.3 165.1
1970/71 68.6 58.3 31.4 183.1 .3 39.0 131.4 162.3
1971/72 50.7 63.0 37.1 233.6 4 41.9 142.5 174.2
1972/73 68.6 57.5 38.9 224.0 .3 71.6 147.4 179.3
1973/74 42.0 63.6 36.6 233.0 .3 72.1 143.1 176.2
1974/75P 27.0 67.5 295 198.9 5 63.9 106.1 139.3
1975/76¢ 23.2 70.4 34.6 . 2433 4 82.0 118.6 152.7
1976/77¢ 32.2 — — — — — - —
WHEAT:
971/72 19.9 19.3 22.8 44.0 d 117.2 7.2 23.2
1972173 23.5 19.1 22.0 42.0 d 32.2 5.2 21.4
1973/74, 11.9 21.8 21.3 46.4 1 31.2 3.8 20.5
1974/75° 6.7 26.5 18.4 48.8 N 28.3 2.0 18.6
1975/76¢ 8.7 28.2 20.6 58.1 d 36.7 2.4 19.3
1976/77¢ 10.8 - - — - -- - --
TOTAL _COARSE_GRAINS:
1971/72 30.8 437 434 189.6 4 24.7 135.3 151.0
1972/73 45.1 384 47.4 182.0 .3 39.4 142.2 157.9
1973/74. . 30.1 4.8 44.6 186.6 2 40.9 139.3 155.7
1974/75b 20.3 41.0 36.6 150.1 4 35.6 104.1 120.7
1975/76¢ 14.5 42.2 43.9 185.2 4 45.3 116.2 133.4
1976/77¢ 21.4 - R — - - - -
Million Million Bushels/ Million Million . Million Million Million
Bushels Acres Acre Bushels Bushels Bushels Bushels Bushels
WHEAT:
1973/74 438 53.9 317 1,705 4 1,148 140 752
19747752 247 65.6 27.4 1,796 2 1,039 74 686
1975/76¢ 320 69.7 30.6 2,134 1 1,300-1,400 102-77 719-694
1976/77¢ 436-361 - - _ - - _ —
CORN: :
1973/74. 709 61.9 91.2 5,647 1 1,243 4,193 4,631
1974/75° 483 65.2 713 4,651 2 1,145 3,182 3,632
1975/76¢ 359 66.6 87.2 5,804 1 1,500-1,400 3,475-3,675  3,940-4,140
1976/77° 724-624 - - - - - - -

LL

Source: USDA, Foreign Agricultural Service, Foreign Agricultural Circular: Grains, FG 16-75, December 22, 1975, p. 20.

Notes: Does not include adjustment for transhipments; includes major products.
Commodity years as follows: July-June--wheat, barley, oats; October-September--corn, sorghum.

a4 As an aid in making international comparisons, metric measures are used. One metric ton equals 2,205 pounds or 1.1 short tons; one hectare
equals 2.47 acres; one quintal equals 220.46 pounds.

b Preliminary.
° Projected.

d Less than 50,000 metric.



Appendix Table 2

Gain: Total Sow et Union SUé) and Utilization
Oop Years 1960- 75)

Net Gain utilization?
Gop Year  Grain grain Li vest ock Tot al Stock
production tradeP Seed Food I ndustry feed \Viast e utilization change
Million Million Million MIl1on Million Million M I[1ion Million
metric tons netr|c tons metric tons netric tons rretng;> tons metH% tons nmetric tons metric tons

1960 ..... 125.5 6 20 44 13 122 2
1961, 130.8 - 7 21 44 3 45 13 126 2
1962. 140.2 -7 23 44 3 43 14 127 +6
1963 . —107.5 +6 23 44 3 33 5 108 +6
1964 152.1 -1 22 45 3 45 17 132 -19
1965 . 121.1 +4 24 44 3 56 12 139 -14
1966 . 171.2 -1 24 44 3 59 14 144 +26
1967 , 147.9 -4 24 44 3 64 12 147 - 3
1968. 169.5 -6 25 44 3 72 17 161 +3
1969. 162.4 -5 23 45 3 83 23 177 -20
1970. 186.8 -7 25 45 3 92 22 187 -7
1971. 181.2 + 2 26 46 3 95 13 183 0
1972 168.2 +21 26 46 3 97 15 189 0
1973, 222.5 +6 26 46 3 104 B 215 +13
1974, 195.7 0 26 46 3 106 24 205 - 9
1975, 137.0 +26 26 45 3 82 14 170 -

Source:  USDA Foreign Agriculture Service, Foreign Agriculture, Novenber 17, 1975 p. 3 and
Foreign Agr‘1cu1ture Circular: G dins, G 1-76, January 21, 1976, p.

2 ERS and FAS estimates.

b Mnus indicates net exports and a drawdown of stocks.





